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Sell -off  activities  include  selling  part  of  a  firm's  assets  (e.g., 
a  segment,  a  division,  etc.)  while  the  firm  continues  to  exist  in 
essentially  the  same  form.    This  dissertation  examines  (i)  the  common 
stock  returns  around  sell -off  announcements,  (ii)  the  effects  of 
sell-offs  on  measures  of  the  financial  health  (ratios)  of  the  firm,  and 
(iii)  the  cross-sectional  association  between  the  capital  structure 
changes  and  stock  returns. 

The  evidence  shows  that  both  sellers  and  buyers  earn  significant 
positive  excess  returns  from  these  transactions.    Both  the  first  and 
second  announcements  are  associated  with  significant  positive  excess 
returns  to  the  sellers.    When  negotiations  are  unsuccessful,  sellers 
experience  significant  negative  excess  returns.    There  is  also  evidence 


that  sell -off  announcements  are  preceded  by  a  period  of  significant 
negative  returns  for  the  sellers.    There  is  no  difference  between  the 
excess  returns  earned  by  the  firms  that  have  been  performing  poorly 
prior  to  sell -off  and  the  firms  that  did  not  fall  in  this  category. 
The  firms  that  sold  profitable  units  earned  the  same  excess  returns  in 
comparison  v/ith  the  firms  that  sold  unprofitable  units.    Firms  selling 
units  to  insiders  do  not  earn  excess  returns  around  the  announcements 
of  such  sales. 

Except  for  the  debt-equity  ratio,  other  financial  ratios  of  the 
sell -off  firms  do  not  change  after  sell-offs  in  comparison  with  the 
ratios  prior  to  sell-offs.    Cross-sectional ly,  the  results  indicate 
that  for  poorly  performing  firms,  the  market  views  the  sell-off 
announcements  as  positive  steps  in  improving  the  capital  structure 
(debt-equity  ratio)  of  those  firms,  since  the  excess  returns  are 
associated  with  the  effect  of  proceeds  from  the  sale  on  the  debt-equity 
ratio. 


CHAPTER  I 
INTRODUCTION 

Substantial  rpsparch  has  been  undertaken  in  recent  years  on 
mergers,  acquisitions,  tender  offers,  capital  structure  changes,  and 
other  financial  planning  topics.    This  research  has  considerably 
expanded  our  knoivledge  about  the  associations  of  these  decisions  with 
the  welfare  of  the  stockholders  involved  in  these  issues. 1  However, 
selling  parts  of  a  company's  assets  is  another  important  decision  in 
this  area  that  has  not  been  adequately  researched. 

This  dissertation  develops  a  number  of  hypotheses  related  to  the 
spll-off  issue  and  presents  empirical  evidence  with  respect  to  those 
hypotheses.    A  sell-off  is  defined  as  selling  part  of  a  firm's  assets 
(e.g.,  a  segment,  a  division,  etc.)  while  the  firm  continues  to  exist 
in  essentially  the  same  form  as  that  prior  to  the  sell -off. 
Involuntary  (ordered  by  the  Government)  sell-offs,  leveraged  buyouts, 
liquidations,  reorganizations,  etc.  that  result  in  a  substantial  change 
in  the  corporate  ov'/nership  structure  are  not  included  in  the  ensuing 
analysis. 

Prior  research  on  sell-offs  has  been  limited.    Ellert  (1976) 
examined  stockholder  returns  to  firms  involved  in  forced  divestitures 
because  of  the  actions  of  the  Antitrust  Division  of  the  Department  of 
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Justice  or  the  Federal  Trade  Commission.    He  did  not  examine  voluntary 
divestitures.    Boudreaux  (1975)  found  a  positive  stock  price  effect  for 
spin-offs  and  sell-offs  together  for  up  to  three  months  around  the 
event  date.    He  did  not  distinguish  between  sell-offs  and  spin-offs.  A 
spin-off  occurs  when  one  firm  is  divided  into  two  or  more  parts  in  such 
a  manner  that  the  current  shareholders  receive  pro-rata  distribution  of 
equity  claims  in  all  the  newly  formed  firms.    There  is  no  cash  flow 
from  or  to  the  old  firm  in  a  spin-off.    On  the  other  hand,  a  sell -off 
is  defined  to  be  a  sale  of  a  unit,  and  therefore  the  firm  receives  cash 
or  its  equivalent  in  return.    It  is  important  to  analyze  sell-offs  and 
spin-offs  separately,  because  spin-offs  are  known  to  be  associated  with 
stock  price  increases.    Since  Boudreaux  (1975)  did  not  distinguish 
betv/een  spin-offs  and  sell-offs,  his  results  could  be  due  to  the 
spin-off  sample  alone.    Also,  no  statistical  tests  were  performed  by 
him.    Alexander  et  al.  (1984)  examined  a  small  sample  of  53  firms  and 
found  no  significant  (at  5%  level  of  significance)  excess  returns  to 
the  stockholders  of  the  selling  firms.    Their  sample  selection 
procedure  appears  to  be  biased  towards  small  sell-offs  since  they 
limited  their  selection  to  firms  v/ith  only  one  sell-off  related  news 
■'tP'^  in  The  Wall  Street  Journal  Index.    Also,  no  study  has  examined  the 
stock  price  behavior  of  the  buyers  in  this  transaction.^ 

The  rest  of  the  dissertation  is  organized  as  follows.    Chapter  II 
explains  the  possible  management  motives  for  sell-offs  and  develops  a 
number  of  interrelated  hypotheses.    The  main  argument  behind  this 
analysis  is  that  divesting  firms  are  expected  to  experience  a  positive 
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stock  price  effect  because  managers  act  in  the  best  interest  of  the 
stockholders.    The  information  signal  to  the  market  is,  hov/ever,  likely 
to  be  different  in  circumstances  where  the  firms  have  been  performing 
poorly  in  the  recent  past  compared  to  the  firms  that  have  not  been 
performing  poorly.    The  stock  price  reaction  is  therefore  examined 
separately  for  the  poorly  performing  firms  and  for  the  not  poorly 
performing  (healthy)  firms.    Further,  it  also  appears  reasonable  to 
argue  that  the  price  effect  will  depend  upon  whether  sell-offs  involve 
the  selling  of  a  profitable  segment  or  an  unprofitable  segment.  The 
first  six  hypotheses  address  these  different  cases.    In  general,  for 
both  (poorly  performing  and  healthy)  types  of  firms,  ^',ose  disposing 
unprofitable  segments  are  expected  to  experience  larger  stock  price 
gain  than  those  selling  other  segments. 

Hypothesis  No.  7  relates  to  a  comparison  of  the  financial  health 
(ratios)  of  divesting  firms  before  and  after  the  event.    The  next  two 
hypotheses  (No.  8  and  9)  relate  to  manager-shareholder  conflict  and  the 
effects  of  announcements  of  difficulties  (abandonment,  etc.)  in 
sell-off  plans,  respectively.    Hypothesis  No.  10  relates  to  the 
expected  wealth  effects  on  the  buyers.    Assuming  that  the  buyers  also 
invest  in  positive  net  present  value  projects,  their  stocks  are  also 
expected  to  experience  positive  stock  price  effect. 

A  cross-sectional  hypothesis  (No.  11)  is  then  developed  to 
enchance  our  understanding  of  the  association  between  capital  structure 
changes  and  stock  returns  in  the  present  context.  Cross-sectional 
analyses  of  the  stock  returns  in  merger-related  issues  and  similar 
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areas  are  only  beginning  to  emerge.    This  hypothesis  essentially  argues 
that  a  sell -off  announcement  is  a  signal  to  the  market  that  the  firm  is 
taking  steps  to  improve  its  capital  structure.    Thus  the  announcement 
effects  are  expected  to  be  associated  v/ith  the  anticipated  capital 
structure  changes. 

Chapter  III  presents  data  collection  and  other  issues  relevant  to 
the  empirical  work.    Chapter  IV  presents  the  results  of  the  empirical 
work,  which  may  be  summarized  as  follows.    The  main  finding  of  the 
research  is  that  both  sellers  and  buyers  earn  significant  positive 
excess  returns  around  the  first  publicly  available  announcement  dates. 
For  the  sample  of  over  1000  initial  announcements,  the  average  excess 
return  to  the  sellers  is  a  statistically  significant  0.7%.    The  buyers 
also  earn  statistically  significant,  albeit  smaller  (0.34%  on  day  -1), 
excess  returns.    For  the  sellers,  the  sell -off  announcements  are 
preceded  by  a  period  of  negative  excess  returns,  a  significant  -10.8% 
from  day  -360  to  day  -11  relative  to  the  first  sell -off  announcement. 
There  is  no  significant  difference  between  the  excess  returns  earned  by 
the  poorly  performing  firms  and  the  healthy  firms.    The  finns  that  sold 
profitable  units  earned  the  same  excess  returns  in  comparison  with 
firms  that  sold  unprofitable  units.    Except  for  the  debt-equity  ratio, 
other  financial  ratios  of  the  sell -off  firms  do  not  change  after 
sell-offs  in  comparison  with  the  ratios  prior  to  sell-offs.  Cross- 
sectional  ly,  the  excess  returns  are  associated  with  the  effect  of 
proceeds  from  the  sale  on  the  debt  equity  ratio.    Chapter  V  concludes 
this  dissertation. 


Notes 


Numerous  studies  on  merger  and  related  issues  find  that 
stockholders  of  the  acquired  or  the  target  firms  earn  "abnormal 
returns,"  and  these  returns  are  not  completely  dissipated,  even 
when  the  proposals  are  not  completed  (e.g.,  Mandelker,  ]97&;  Dodd 
and  Ruback,  1977;  Langetieg,  1978;  and  Dodd,  1980).    A  recent 
review  of  this  literature  is  presented  by  Jensen  and  Ruback 
(1983).    Since  a  large  number  of  merger-related  studies  exists,  no 
criticism  is  implied  of  a  study  omitted  from  the  references. 

For  a  discussion  of  sell-offs  in  the  popular  press,  see  Welling 
(1978),  Anreder  (1980),  Adkins  (1981),  Asset  Redeplo^/ment  (1981), 
etc.    Also  see  the  following  first  page  articles  in  The  Wall 
Street  Journal :    11-5-76,  1-3-79,  1-15-79,  6-20-80,  and  8-11-81. 
Alberts  and  McTaggart  (1979)  provide  guidelines  for  determinino 
whether  a  company  should  divest  an  existing  division.  Their 
analysis  is  essentially  an  illustration  of  the  well  known  net 
present  value  approach  of  evaluating  investments. 


CHAPTER  II 
HYPOTHESES  GENERATION 
Literature  Revi'ev/ 

Prior  research  on  sell-offs  has  been  limited.    Along  with  a  review 
of  sell -Off  studies,  this  section  also  draws  upon  some  research  from 
the  merger  and  spin-off  literature.    Some  analogy  between  mergers  and 
sell-offs  is  appropriate  since  sell-offs  can  be  viewed  as  partial 
mergers  betv/een  the  sellers  and  the  buyers.    In  a  merger,  the  entire 
firm  is  taken  over  by  the  acquirer,  whereas  in  a  sell-off,  only  part  of 
the  firm  is  purchased  by  the  buyer.    Sell-offs  can  also  be  compared 
with  spin-offs.    In  a  spin-off,  a  company  distributes  all  the  common 
shares  of  its  subsidiary  to  the  existing  shareholders.    There  is  no 
buyer  per  se,  and  there  are  no  direct  cash  flow  implications.  However, 
in  both  spin-offs  and  sell-offs,  a  segment  of  the  company  is 
effectively  separated  from  its  existing  management.    Both  decisions 
could  emanate  from  the  parent's  desire  to  specialize  in  a  limited 
number  of  business  activities. 

Ellert  (1976)  examined  the  risk  and  return  characteristics  of  205 
large  corporations  whose  merger  activities  were  challenged  by  the 
Antitrust  Division  of  the  Department  of  Justice  or  the  Federal  Trade 
Commission  over  the  period  1950-1972.    The  impact  of  the  divestiture 
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program  was  studied  and  comparisons  were  made  to  the  returns  realized 
by  stockholders  in  companies  whose  merger  activities  were  not 
challenged  by  the  antitrust  law.    Ellert  did  not  examine  the  returns  to 
stockholders  engaged  in  voluntary  divestitures.    He  found  no 
significant  effects  on  the  security  prices  of  firms  that  were  forced  to 
divest  previously  acquired  assets. 

Boiidreaux  (1975)  used  monthly  data  and  found  a  positive  stock 
price  effect  for  spin-offs  and  sell-offs  together  for  up  to  three 
months  before  the  event  date.    He  did  not  distinguish  between  sell-offs 
and  spin-offs,  and  no  statistical  tests  were  performed.    Given  his 
methodology,  it  is  also  not  clear  whether  the  stock  price  reaction 
occurred  on  the  days  of  sell -off  and  spin-off  announcements  since  the 
reported  effect  is  a  manifestation  of  how  the  firms  were  performing 
prior  to  and  including  the  days  of  the  announcements.    Since  he  did  not 
distinguish  between  sell-offs  and  spin-offs,  it  is  not  known  whether 
the  stock-price  reaction  is  associated  with  both  spin-offs  and 
sell-offs  or  only  with  spin-offs.    It  is  important  to  analyze  spin-offs 
and  sell-offs  separately,  because  spin-offs  are  known  to  be  associated 
with  stock-price  increases  (e.g.,  Hite  and  Owers,  1983;  Miles  and 
Rosenfeld,  1983;  Schipper  and  Smith,  1983;  etc.). 

Alexander,  Benson,  and  Kampmeyer  (1984)  have  authored  the  only 
published  paper  that  specifically  discusses  the  issue  of  voluntary 
sell-offs.    They  used  a  sample  of  53  sell-offs  that  were  announced  in 
the  period  1965-1973.    Given  that  a  much  larger  number  of  sell-offs 
occur  each  year,  it  is  not  clear  how  they  selected  their  rather  small 
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sample.    For  the  event  period  of  day  -1  and  day  0,  the  excess  returns 
are  r>ot  significant  at  the  5%  level  of  significance.    For  their 
reported  results  from  three  different  methods,  significance  levels  are 
0.25,  0.07,  and  0.33  (their  Table  II).    Their  findings,  therefore, 
suggest  that  the  stock-price  reaction  to  the  sell -off  announcements  is 
statistically  insignificant  at  the  5%  level.    The  power  of  the  tests 
for  such  a  small  sample  (in  a  research  design  of  this  type)  is  expected 
to  be  small.    This  could  have  affected  their  results  considerably. 
Their  sample  was  also  restricted  to  firms'  announcement   which  did  not 
have  other  sell -off  related  announcements  within  nine  months  of  the 
included  announcement  date.    This  biases  their  sample  towards  smaller 
sell-offs  since  large  sell-offs  are  usually  reported  in  The  Wall  Street 
Journal  a  number  of  times  over  an  extended  period.    They  also  examined 
the  pre-event  period  up  to  30  days  prior  to  the  event  day.  Although 
the  sellers'  shareholders  earn  negative  abnormal  returns  in  this 
period,  the  levels  of  statistical  significance  are  0.10  and  0.2?  (for 
the  two  tests  reported  for  period  day  -30  to  day  -2).    In  general,  the 
findings  of  Alexander  et  al .  (1984)  do  not  support  a  strong  price 
reaction,  although  the  circumstances  suggest  that  their  weak  findings 
could  be  due  to  their  research  design. 

The  merger  literature  has  a  larger  number  of  studies,  too  numerous 
to  review  here.    Jensen  and  Ruback  (1983)  provid  an  excellent  recent 
survey  of  this  literature.    The  most  important  finding  of  this 
literature  is  that  corporate  takeovers,  on  average,  are  associated  with 
positive  gains  to  the  target  firms.    The  magnitudes  of  the  gains  are 
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large.    Jensen  and  Ruback  (1983,  p.  10)  conclude  that  "the  estimates  of 
positive  abnormal  returns  to  targets  of  successful  tender  offers  in  the 
month  or  two  surrounding  the  offer  ...  are  ...  29.1%."  Similarly, 
the  average  percentage  gains  to  the  successful  mergers  and  proxy 
contests  are  20%  and  8%  respectively.    The  target  shareholders  in 
unsuccessful  tender  offers  and  mergers,  on  the  other  hand,  earn  about 
-37o.    On  average,  the  gains  to  the  successful  "sellers"  are  large.  In 
contrast,  it  appears  that  the  bidding  firms  (the  buyers)  earn  close  to 
zero  abnormal  returns. 

In  the  pre-event  period,  the  target  (sellers)  firms,  on  average, 
experience  negative  abnormal  returns.    Ellert  (1976)  reported  that  the 
sample  cumulative  abnormal  returns  for  311  New  York  Stock  Exchange 
firms  which  were  acquired  in  1950-1970  was  -11.7%  over  months  -100  to 
-8.    Thus  the  targets  (sellers)  are  usually  those  whose  performance  in 
the  pre-event  period  has  been  below  average.    Similar  results  are 
reported  by  Asquith  (1983)  and  Malatesta  (1983).    Asquith  reported  that 
between  day  -480  and  day  -20  successful  targets  earn  -14.1%  relative  to 
the  event  day,  and  unsuccessful  targets  earn  -10.5%.    Malatesta  (1983) 
reported  that  the  acquired  firms  earned  -8.5%  from  month  -24  to  month 
-4.    It  would  be  interesting  to  see  if  the  sellers  and  buyers  in  the 
sell-off  sample  also  exhibit  similar  stock-price  behavior  around 
sel 1 -off  announcements . 

Spin-offs  are  also  comparable  to  sell -off s.    At  least  three 
studies  have  recently  been  published  in  the  academic  journals.  These 
are  Hite  and  Owers  (1983),  Miles  and  Rosenfeld  (1983),  and  Schipper  and 
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Smith  (1983).    In  general,  the  results  are  consistent  across  all  the 
three  studies.    In  the  two-day  interval  surrounding  the  first  press 
announcement,  the  firms  experienced  positive  average  excess  returns  of 
about  3%.    In  the  pre-event  period  of  120  days.  Miles  and  Rosenfeld 
reported  an  average  gain  of  about  20.0%.    Similarly,  Hite  and  Owers 
reported  that  the  median  spin-off  in  the  sample  was  associated  with  an 
abnormal  return  of  7.0%  from  50  days  prior  to  the  announcement  through 
completion  of  the  spin  off.    Similar  to  the  merger  cases,  the 
announcement  effects  are  large  and  positive,  but  there  is  one  important 
difference  betv/een  the  evidence  from  the  merger  studies  and  the 
spin-off  studies.    In  the  pre-event  period,  the  target  firms  in  the 
merger  studies  were  found  to  experience  negative  abnormal  returns, 
whereas  spin-off  firms  experience  positive  abnormal  returns.  This 
difference  between  the  pre-event  period  behavior  should  be  useful  in 
indicating  which  group  the  sell-off  firms  are  closer  to. 


General  Hypothesis 


For  the  entire  analysis  in  this  dissertation  (except  for 
hypothesis  9),  it  is  assumed  that  the  managers  act  in  the  best  interest 
of  the  stockholders.    This  assumption  appears  to  be  reasonable  since 
most  sell -off  decisions  draw  the  attention  of  the  media  and,  therefore, 
of  the  stockholders.    Also,  in  many  cases,  sell-off  decisions  require 
the  approval  of  the  board  of  directors  and/or  stockholders.! 

A  value  maximizing  firm  v;ould  engage  in  a  sell-off  only  if  the  net 
present  value  of  that  sale  is  positive.    On  average,  we  would  therefore 


expect  a  positive  stock  price  effect  for  the  divesting  firms  around  the 
sell -off  announcements,  provided  that  the  announcements  were  not 
completely  anticipated.    It  is  not  being  suggested  that  all  such 
announcements  v/ould  be  associated  with  positive  stock  price  reaction. 
Many  other  motivations  for  sell-offs  probably  exist  that  could  imply 
both  positive  and  negative  effects  on  stock  prices.    For  example,  other 
possible  reasons  for  sell-offs  could  include  (i)  relaxing  regulatory 
constraints,  e.g.,  by  selling  a  foreign  subsidiary  or  by  selling  a 
regulated  subsidiary,  (ii)  renegotiating  labor  contracts,  (iii) 
improving  reported  profits  for  management  compensation  or  other 
management  goals,  (iv)  manipulating  earnings  for  tax/political  reasons, 
-(v)  repayment  of  debt,  (vi )  avoidance  of  bankruptcy  and  other  possible 
defaults  on  loans,  (vii)  facilitating  mergers,  etc.    This  list  of 
motives  is  obviously  not  purported  to  be  exhaustive,  but  the  above 
arguments  suggest  that  the  potential  first-order  benefits  to  the 
shareholders  from  sell-offs  are  expected  to  result  in  a  positive 
influence  on  stock  prices.    This  discussion  suggests  the  following 
testable  hypothesis. 

Hypothesis  1 :    Announcements  of  sell -off  plans  by  firms,  on 
average,  result  in  a  positive  effect  on  the  stock  prices  of  those 
f i  rms . 

This  hypothesis  is  initially  extended  to  two  important  scenarios 
which  could  lead  management  to  plan  sell-offs.    These  two  scenarios 
relate  to  firms  that  have  been  performing  poorly  in  the  periods  prior 
to  their  sell -off  announcements  and  firms  that  have  not  been  performing 
poorly.    These  are  discussed  next  with  some  other  extensions. 
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Firms  That  Have  Been  Performing  Poorly 

Unforeseen  circumstances  such  as  poorer  than  expected  earnings  and 
cash  flows  could  create  financial  problems  for  a  firm.    A  sequence  of 
unexpectedly  poor  earnings  is  likely  to  cause  liquidity  problems.  For 
a  levered  company  (the  usual  case),  these  unfavorable  results  increase 
the  probability  of  default  on  debt  repayment.    In  these  circumstances, 
the  firm  will  also  find  it  difficult  to  borrow  money  at  reasonable 
rates  even  for  new,  less  risky  projects.    This  is  because  lenders,  in 
their  decisions,  will  incorporate  the  effect  of  existing  debt  which  is 
riskier  than  the  new  debt,  and  unless  some  kind  of  enforceable  "me 
first"  rules  are  used,  the  interest  rate  demanded  on  the  new  debt  will 
be  higher. 2    One  method  for  management  to  get  out  of  this  difficult 
situation  would  be  to  sell -off  some  of  the  assets  and  improve  the 
financial  condition  of  the  company.    Since  the  firms  are  known  to  have 
performed  poorly,  it  is  assumed  that  the  market  has  already  adjusted 
the  stock  prices  of  these  firms  for  their  poor  performance.    In  this 
scenario,  a  sell -off  is  seen  as  a  step  in  improving  the  financial 
health  of  the  company  and  therefore  the  stock  prices  are  revalued 
upwards.    This  discussion  suggests  the  following  testable  hypothesis. 

-    Hypothesis  2:    Announcements  of  sell -off  plans  by  firms  in 
financial  trouble  are  considered  by  the  market  as  a  positive  step 
towards  improving  their  financial  structure  and  in  turn  result  in 
positive  effects  on  the  stock  prices  of  those  firms. 

The  basic  argument  above  is  that  poorly  performing  firms  dispose 
assets  to  improve  their  financial  health.    Firms  which  dispose 
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unprofitable  units  are  more  likely  to  bring  those  firms  to  better 
financial  health  than  firms  that  dispose  profitable  units.  This 
suggests  that  the  sample  of  poorly  performing  firms  should  be  divided 
into  two  groups:    (i)  firms  disposing  of  unprofitable  units  (group  A) 
and  (ii)  firms  disposing  of  profitable  units  (group  B).  This 
discussion  suggests  the  following  testable  hypothesis. 

Hypothesis  3:    Among  poorly  performing  firms,  firms  disposing 
unprofitable  units  (group  A)  would  experience  a  larger  positive  stock 
price  effect  than  firms  disposing  of  profitable  units  (group  B). 

r^rms  That  Have  Not  Performed  Poorly  (Healthy  Firms) 

The  following  scenario  predicts  a  positive  stock  price  effect  for 
firms  announcing  sell -off  plans  when  they  are  not  in  financial 
trouble.    Similar  to  acquisitions,  sell-offs  can  be  thought  of  as 
outcomes  of  profit  motives  (positive  net  present  value  projects).  In 
the  sell -off  case,  the  situation  can  be  thought  of  as  if  management  has 
realized  that  some  of  the  firm's  assets  are  more  valuable  to  outsiders 
than  to  the  firm  itself.    Thus,  it  would  be  profitable  and  in  the 
interest  of  the  stockholders  to  sell  such  assets.    Note  that  it  is  less 
likely  that  outsiders  will  be  aware  that  only  a  part  (rather  than  the 
whole)  of  some  other  firm  is  a  valuable  asset.    It  is  not  surprising 
then  that  the  sale  of  a  portion  of  the  assets  (and  not  an  entire 
company)  appears  to  be  initiated  more  often  by  the  owners.    Hence,  the 
sell-offs  by  these  firms  may  be  viewed  as  recognition  of  profit 
opportunities.  3 


Id 


-  Hypothesis  4:    Announcements  of  sell -off  plans  by  healthy  firms 
(for  reasons  of  profit  opportunities)  are  expected  to  result  in  a 
positive  effect  on  the  stock  prices  of  those  firms. 

Among  this  group  of  healthy  firms,  those  selling  unprofitable 
units  would  improve  their  financial  health  relatively  more  than  those 
selling  profitable  units.    To  the  extent  this  improved  situation  allows 
them  to  take  advantage  of  possible  alternative  (new)  opportunities, 
firms  selling  unprofitable  units  are  expected  to  perform  better  than 
firms  selling  profitable  units.    This  analysis  suggests  the  following 
testable  hypothesis. 

Hypothesis  5:  Among  healthy  firms,  those  disposing  unprofitable 
units  (group  C)  would  experience  a  larger  positive  stock  price  effect 
than  those  disposing  profitable  units  (group  D). 

As  outlined  above,  the  main  motive  behind  the  sell-offs  by  the 
poorly  performing  firms  is  to  improve  their  capital  structure,  whereas 
healthy  firms  are  motivated  by  profit  opportunities.    These  are  two 
different  types  of  information  signals.    Although  a  directional 
hypothesis  is  difficult  to  obtain,  further  insight  into  the  possible 
differential  stock-price  reaction  to  announcements  by  these  two  main 
groups  can  be  obtained  by  an  empirical  examination.    If  the  importance 
of  one  type  of  signal  to  the  market  is  larger  than  the  importance  of 
the  other  type,  the  market  is  expected  to  react  differentially  for  the 
two.    This  discussion  suggests  the  following  testable  (null) 
hypothesis. 

Hypothesis  6:  For  the  set  of  firms  disposing  assets,  the  positive 
stock  price  effect  experienced  by  the  healthy  firms  (groups  C  and  D)  is 
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the  same  as  that  experienced  by  the  poorly  performing  firms  (groups  A 
and  B). 

Additional  Hypotheses  for  Sellers 

Three  more  hypotheses  for  sellers  are  developed  in  this  section. 
This  extension  is  expected  to  provide  additional  complementary 
information  on  the  previous  hypotheses. 

Financial  ratios  before  and  after  sell-offs.    Financial  analysts 
and  other  participants  in  the  market  are  known  to  concentrate  on 
various  financial  ratios  in  assessing  the  value  of  the  firm.  This 
behavior  is  not  contradictory  to  the  implications  of  the  efficient 
market  hypothesis,  because  financial  ratios  are  useful  in  assessing  the 
riskiness  and,  therefore,  the  value  of  the  firm's  securities.  For 
examples  of  this  viewpoint,  see  Beaver,  Kettler,  and  Scholes  (1970)  and 
Elgers  (1980).    Also,  a  number  of  studies  indicate  that  financial 
distress  predictions  and  credit  decisions  can  be  improved  with  a 
judicious  study  of  financial  ratios.    For  examples,  see  Beaver  (1966), 
Deakin  (1972),  Abdel-Khalik  (1973),  Altman  (1976),  Ohlson  (1980),  and 
other  references  in  these  papers.    Hence,  it  appears  reasonable  to 
assume  that  corporate  managements  like  to  present  the  best  possible 
picture  of  their  firms.    The  achievement  and  maintenance  of  "good" 
ratios  is  therefore  a  desirable  goal.    Some  financial  ratios  can  be 
improved  by  sell-offs.    For  example,  the  net  income  to  total  assets 
ratio  can  be  improved  by  selling  those  units  which  either  have  losses 
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or  relatively  poor  (in  comparison  with  other  units  of  the  firm) 
earnings. 

Whether  sell -of fs  affect  (and  hence  possibly  were  undertaken  to 
improve)  firms'  financial  ratios  can  be  studied  by  examining  the  ratios 
before  and  after  the  sell-offs.    This  proposition  is  complementary  to 
the  earlier  argument  that  firms  in  financial  trouble  are  likely  to 
engage  in  sell-offs.    In  this  respect,  examining  the  financial  ratios 
is  another  way  of  understanding  the  motives  behind  the  sell-offs.  The 
above  discussion  leads  to  the  following  testable  hypothesis. 

Hypothesis  7:    Firms  engaging  in  sell-offs  show  an  improvement  in 
their  financial  ratios  after  the  sell-offs  in  relation  to  their  pre- 
sel 1 -off  ratios. 

Whereas  this  hypothesis  is  not  stated  specifically  for  the  group 
of  firms  in  financial  trouble,  it  appears  that  firms  in  financial 
trouble  would  provide  a  more  powerful  test  of  this  hypothesis.  The 
hypothesis  therefore  will  be  tested  separately  for  the  firms  in 
financial  trouble  and  those  not  in  trouble. 

-    Impediments  in  sell -off  plans.    Some  firms  abandon  or  postpone 
sell-off  plans  because  of  difficulties  in  negotiations,  government 
interference,  etc.    This  implies  that  the  market's  expectations 
associated  with  earlier  announcements  of  the  sell-offs  are  not 
realized.    Given  the  earlier  positive  stock  price  effect,  it  is 
expected  that  such  announcements  will  be  associated  with  a  negative 
stock  price  effect.    This  discussion  suggests  the  following  testable 
hypothesis. 
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Hypothesis  8:    Firms  abandoning  (or  confronting  other  difficulties 
in)  previously  announced  sell -of f  plans  experience  a  negative  stock 
price  effect  around  such  announcements. 

Manager-shareholder  conflict.    Some  sell -of fs  involve  the  sale  of 
units  to  existing  managers.    Such  managers  are  privy  to  information 
about  the  firm's  plans  to  sell  segments  and  also  knowledge  of 
individual  segment  performance.    Further,  their  managerial  role  enables 
them  to  influence  sell -off  decisions.    The  existing  managers  (or  other 
insiders)  v;ould  therefore  be  able  to  buy  a  segment  that  could  have  been 
sold  to  outsiders  at  a  higher  price.    Selling  to  the  insiders  under 
this  scenario  could  be  viewed  as  a  signal  to  the  market  that  such 
sell -of fs  are  less  advantageous  to  the  firms  compared  with  sell-offs 
made  to  outsiders.    This  discussion  suggests  the  following  testable 
hypothesis. 

Hypothesis  9:    Firms  disposing  units  to  insiders  experience  a 
smaller  stock  price  effect  than  the  firms  disposing  units  to  unrelated 
parties. 

All  the  above  hypotheses  essentially  examine  the  time-series 
properties  of  various  firm  specific  variables  for  the  sellers.  The 
focus  of  the  dissertation  is  not  on  the  buyers  per  se,  but  some 
additional  complementary  information  can  be  obtained  by  examining  the 
stock  prices  of  the  buyers  as  well. 
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Implications  for  Buyers 

Earlier  it  was  argued  that  sell-offs  could  be  viewed  as  partial 
mergers.    Under  this  scenario,  the  stock  price  effect  on  buyers  would 
be  similar  to  that  experienced  by  the  bidders  in  the  merger  related 
studies.    Numerous  merger-related  studies  have  examined  the  effects  of 
takeovers  on  bidders'  stock  prices  around  the  time  of  announcement  of 
merger  attempts.    Although  results  vary  somewhat  across  studies,  on  the 
whole,  the  returns  to  the  bidders  (i.e.,  the  buyers)  are  essentially 
zero.    The  two  to  three  day  announcement  effect  (i.e.,  the  day  before, 
the  day  of  announcement,  and  the  day  after)  is  significantly  negative 
in  Dodd  (1980),  but  positive  and  insignificant  in  Asquith  (1983)  and 
Eckbo  (1983).    Jensen  and  Ruback  (1983,  p.  16)  summarize  these  and 
other  studies  and  conclude  that  "the  estimated  abnormal  returns  to 
successful  bidding  firms  in  all  six  studies  .  .  .  suggest  that  mergers 
are  zero  net  present  value  investments  for  bidders  .  .  .  except  for  the 
Dodd  estimates."    This  result  is  consistent  with  the  argument  that  the 
acquisition  market  is  perfectly  competitive.''^    In  the  market  where  a 
large  number  of  potential  buyers  exist,  all  the  gains  from  the  expected 
synergy  will  accrue  to  the  holders  of  the  unique  assets;  i.e.,  the 
sellers  earn  positive  excess  returns,  whereas  the  buyers  earn  zero 
excess  returns. 5    Ruback  (1983)  discusses  this  issue  in  greater 
detail  and  presents  results  that  suggest  a  competitive  acquisition 
market. 

However,  sell-offs  involve  selling  assets  that  are  not  traded 
publicly,  these  transactions  take  place  in  a  relatively  less 
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competitive  environment  than  the  merger  environment.    In  the  merger 
environment,  when  the  bidder  company  announces  a  plan  to  take  over 
another  company,  other  possible  acquirers  in  the  market  can  also 
analyze  the  situation  and  make  counter  offers,  leading  to  competitive 
bidding.    Most  sell -off  activities  do  not  follow  this  sequence  of 
events.    Negotiations  are  usually  private,  and  the  results  are  not 
announced  until  the  transactions  are  almost  complete.    Therefore,  the 
buyers  in  sell -off  cases  are  relatively  more  likely  to  earn  positive 
excess  returns  than  their  counterparts  in  the  merger  cases.  The 
sell -off  announcements  are  therefore  expected  to  be  associated  with  a 
positive  influence  on  the  stock  prices  of  the  buyers  as  well.  This 
discussion  suggests  the  following  hypothesis. 

Hypothesis  10:    Announcements  of  purchase  of  units  (being  sold  by 
other  firms)  result  in  a  positive  effect  on  the  stock  prices  of  the 
buyers. 

All  of  the  above  hypotheses  seek  to  test  the  time  series 
characteristics  of  stock  returns  and  financial  ratios.  Cross-sectional 
examination  of  stock  returns  in  merger  related  literature  is  only  just 
beginning  to  emerge.    For  examples  of  cross-sectional  analysis,  see 
Masulis  (1983)  and  Asquith,  Bruner,  and  Mullins  (1983).    The  usual  form 
of  cross-sectional  analysis  is  to  explain  the  excess  returns  as  a 
function  of  some  firm  specific  variables  (such  as  debt-equity  ratios, 
etc. ). 

The  next  section  proposes  to  examine  a  cross-sectional  association 
between  the  risk-adjusted  stock  returns  and  changes  in  capital 
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structures  (and  other  possible  appropriate  measures  of  firms'  financial 
health,  such  as  the  probability  of  bankruptcy)  of  the  firms. 

Cross-sectional  Analysis 

The  following  analysis  assumes  that  an  optimal  capital  structure 
exists  for  each  firm  at  all  times.    There  is  voluminous  literature  on 
this  topic,  and  no  definitive  answers  have  emerged.    A  brief  summary  of 
the  present  state  of  the  art  and  the  relevant  references  can  be  found 
in  Modigliani  (1982). 6    This  assumption  does  not  imply  that  the 
actual  optimal  value  is  known.    It  may  only  be  a  range  which  the 
management  attempts  to  achieve.    Empirically,  the  assumption  of  an 
optimal  capital  structure  seems  to  be  reasonable  in  that  different 
industries  are  knov/n  to  have  somewhat  different  debt-equity  ratios. 
The  main  motivation  of  this  assumption  in  the  present  context  is  that 
it  implies  that  when  a  firm  deviates  from  the  optimal  capital 
structure,  the  management  will  take  steps  to  bring  the  firm  back  to  its 
optimal  capital  structure.    The  following  analysis  is  in  part  motivated 
by  Masulis  (1983),  where  he  examined  the  cross-sectional  distribution 
of  excess  returns  to  shareholders  associated  with  the  announcement  of 
issuer  exchange  offers.    Mikkelson  (1983)  also  presented  an  analysis 
similar  to  Masulis  (1983). 7 

It  was  argued  earlier  that  sell-offs  by  financially  troubled  firms 
can  be  viewed  as  positive  steps  by  management  to  improve  the  firm's 
capital  structure.    In  this  respect,  sell-offs  are  signals  to  the 
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market  that  management  is  taking  steps  to  improve  the  firm's  capital 
structure.    There  are  two  aspects  of  sell -of fs  that  could  affect  stock 
prices:    (a)  the  effect  of  the  proceeds  from  the  sell -of fs  used  to 
improve  the  debt-equity  ratio,  and  (b)  the  signal  conveyed  by  sell-offs 
that  the  firm  is  taking  other  steps  for  making  the  debt-equity  ratio 
optimal .  Let 

DEit  =  Debt-equity  ratio  of  firm  i  before  a  sell -off, 
DE2i  =  Debt-equity  ratio  of  firm  i  after  adjusting  DEn 

exactly  for  the  proceeds  from  the  sell -off  (this  is  a 
hypothetical  number),  and 
DE3i  =  Optimal  debt-equity  ratio  for  firm  i.    (Two  possible 

proxies  for  DE3i  are  the  industry  debt-equity  ratio  and 
the  actual  debt-equity  ratio  of  the  firm  after  the 
implementation  of  the  sell-off  plans.) 
From  (a)  above,  it  is  expected  that  the  excess  return  would  be  a 
function  of  (DEii-DE2i)  and  from  (b),  excess  return  would  be  a 
function  of  (DEii-DEsi)-    This  analysis  suggests  the  following 
cross-sectional  regression. 

ERi=a  +  b]  (DEii-DE2i)  +  b2  (DEii-DEsi)  +  u^ 

where 

ERf  =   Excess  return  for  firm  i  around  the  sell -off 

announcements, 
Ut  =  a  random  term. 

The  above  discussion  is  presented  in  terms  of  debt-equity  ratio 
(capital  structure)  but  the  sell-offs  can  alternatively  be  thought  of 
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as  representing  signals  that  firms  are  taking  steps  to  improve  the 
general  health  and  reduce  the  probability  of  default.    To  examine  this, 
in  the  above  regressions,  the  independent  variables  could  be  replaced 
by  a  comprehensive  measure  that  captures  the  probability  of  default 
(defined  in  detail  in  the  next  chapter  on  research  methodology).  This 
discussion  suggests  the  folloiving  testable  hypothesis. 

Hypothesis  11 :    For  the  poorly  performing  firms,  the  coefficients 
b]  and  b2  are  expected  to  be  positive,  whereas  for  other  healthy 
firms,  these  coefficients  are  expected  to  be  insignificantly  different 
from  zero. 

For  the  poorly  performing  firms,  statistically  significant 
positive  values  of  bi  and  b2  are  consistent  with  the  above 
analysis.    If  only  b]  is  as  predicted,  it  would  indicate  that  the 
market  adjusts  only  according  to  the  effects  of  sell-offs  on  the 
debt-equity  ratio.    If  only  b2  is  significant,  it  would  indicate  that 
the  magnitude  of  sell-offs  are  important  in  that  they  signal  other 
steps  by  management  toward  improving  the  capital  structure  of  the 
firm.    Given  the  above  arguments,  b]  and  b2  are  expected  to  be  zero 
for  the  healthy  firms.    The  final  outcome  is,  of  course,  an  empirical 
question.    In  particular,  b^  captures  the  effect  of  the  magnitude  of 
sale.    If  stock  market  reaction  is  associated  with  the  size  of 
sell-offs,  b-\  is  expected  to  be  positive  for  both  the  poorly 
performing  firms  as  well  as  for  the  healthy  firms. 
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Notes 


A  large  nimber  (over  500)  of  reports  {news  items)  in  The  Wall 
Street  Journal  was  also  read  to  understand  the  stated  reasons  in 
sel 1 -offs.    Tn  most  cases,  the  companies  either  decline  to  give 
reasons  or  state  a  catch-all  reason,  such  as  strategic  planning  or 
improve  stock  price,  etc. 

Fama  and  Miller  (1972,  pp.  167-170)  discuss  the  importance  of 
completely  protective  covenants  or  "me  first  rules,"  and  they 
demonstrate  that  under  completely  protective  covenants,  the  values 
of  a  firm's  individual  securities  are  invariant  to  capital 
structure  changes.    In  this  respect,  if  a  new  loan  can  be 
"completely  protected"  by  a  collateral,  the  existino  financial 
problems  will  not  affect  the  interest  rates  demanded  bv  the 
lender. 


The  underlying  management  motivations  for  many  financial  planning 
decisions  are  not  well  understood.    For  instance,  both  the 
sell -offs  and  spin-offs  can  emanate  from  the  desire  to  achieve  the 
same  goal:    allowing  the  parent  to  specialize  in  fewer  business 
activities.    As  a  representative  example  of  statements  by  the 
sellers,  Union  Carbide,  while  announcing  (The  Wall  Street  Journal 

10-29-79)  the  possible  sale  of  its  metal  worKing  chemicals  ' 

business,  stated,  "recent  strategic  planning  studies  have 
concluded  that  metal  working  chemicals  business  doesn't  fit  into 
the  corporation's  business  portfolio  and  long  range  plans." 

Asquith,  Bruner,  and  Mullins  (1983),  on  the  other  hand,  argue  that 
the  studies  examining  the  returns  to  bidders  do  not  control  for 
many  important  factors,  such  as  the  time  period  in  which  the  bid 
occurs,  the  target  size,  and  the  success  of  the  merger  bid.  The 
insignificant  results  may  be  because  of  the  reason  that  these 
additional  controls  are  not  used. 

Strictly  speaking,  the  successful  acquirer  earns  the  difference 
between  the  expected  benefits  on  the  acquisition  (or  merger)  less 
the  expected  benefits  to  the  second  best  offerer.    In  a  perfectly 
competitive  market,  it  would  diminish  to  zero. 

Modigliani  and  Miller's  (1958)  proposition  states  that  in  a  world 
with  no  transaction  costs,  no  taxes,  and  perfect  markets,  the 
market  value  of  any  firm  is  independent  of  its  capital  structure 
This  proposition  has  been  elaborated  in  Fama  and  Miller  (1972) 
Inclusion  of  taxes  and  bankruptcy  costs  usually  makes  the  capital 
structure  important.    Two  other  important  lines  of  research  which 
have  argued  that  capital  structure  is  important  include  the 
incentive  signalling  approach  of  Ross  (1977)  and  the  agency  theory 
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approach  of  Jensen  and  Meckling  (1976).    In  the  incentive 
signalling  approach,  a  financial  structure  signals  information  to 
the  market.    Lei  and  and  Pyle  (1977)  also  argue  that  moral  hazard 
prevents  direct  information  transfer.    The  willingness  to  invest 
may  serve  as  a  signal  to  the  lending  market.    In  the  agency 
framework,  an  optimal  capital  structure  obtains  where  the  total 
agency  costs  (arising  from  stockholder-bondholder  conflicts)  are 
minimized. 

In  a  somewhat  different,  although  related  context,  cross-sectional 
analysis  is  also  performed  by  Collins,  Rozeff,  and  Dhaliwal 
(1981),  Holthausen  (1981),  and  Leftwich  (1981),  etc.    In  this 
literature,  the  main  objective  is  to  cross-sectionally  explain  the 
abnormal  returns  as  a  function  of  agency  cost  variables. 
Holthausen  and  Leftwich  (1983)  provide  a  summary  of  this 
I iterature. 


CHAPTER  III 
RESEARCH  METHODOLOGY 
Data  Collection 


The  starting  point  for  the  data  collection  process  is  the  Mergers 
and  Acquisitions  Journal.    This  journal  publishes  a  list  of  recent 
sell-offs.    From  the  1977-78  issues  of  the  journal  a  list  of  firms  was 
obtained  that  met  at  least  one  of  the  follov/ing  criteria: 

(1)  The  sale  of  the  unit  of  the  firm  was  for  $10  million  or  more. 

(2)  The  sale  was  reported  in  the  M  &  A  Journal  as  a  large 
sell-off  (implicitly/explicitly  with  respect  to  firm  size) 
even  if  it  was  for  less  than  $10  million. 

(3)  The  sale  was  reported  to  be  a  large  sell -off  and  no  reference 
was  made  to  dollar  amount. 

(4)  A  company  makes  an  announcement  of  a  sell -off  plan  although 
no  sales  have  yet  been  made.    (Specific  announcements  are 
usually  made  for  large  sell-offs  only.) 

The  firms  from  this  list  were  examined  in  The  Hall  Street  Journal 

J"<^ex  to  pinpoint  the  dates  of  news  items  related  to  the  sell-offs. 

The  procedure  can  be  explained  more  easily  by  an  example.    Consider  the 

case  of  General  Mills,  Inc.  (GMI,  henceforth).    It  has  the  following 

three  news  items  in  the  1978  WSJ  Index. 

(1)  Signed  letter  of  intent  with  Carter-Wallace,  Inc.,  for  sale 
of  General  Mills  0-Cel-O  division  to  Carter-Wallace.  6/14/78 

(2)  Plans  for  sale  of  firm's  0-Cel-O  division  to  Carter-Wallace 
Inc.,  were  ended.  8/29/78 
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(3)    Agreed  to  sell  Smith's  Food  Group  in  Britain  to  Associated 
Biscuit  Manufacturers  for  $30  million.  12/14/78 

Since  the  objective  was  to  obtain  all  the  sell -off  related  news 

items,  including  the  initial  public  announcements,  the  WSJ  Index  for 

this  firm  was  also  examined  for  years  1977  and  1979.    The  1979  Index 

does  not  have  any  sell -off  related  news  item  for  GMI,  and  therefore  the 

1980  Index  for  GMI  was  not  examined.!    The  1977  Index  has  two  more 

divestiture  related  news  items: 

(1)  Approved  letter  of  intent  calling  for  sale  of  a  subsidiary. 
General  Mills  ChemicTis,  Inc.,  to  Menkel  KGAA. ,  a  Greenman 
household-care  products  company,  for  $75  million.  4/25/77 

(2)  Completed  sale  of  its  General  Mills  Chemicals,  Inc.,  unit  to 
Menkel  KGAA.,  a  house'-'-l d-products  company  headquartered  in 
Dusseldorf,  West  Germany.  9/2/77 

The  1976  Index  does  not  contain  any  sell -off  related  news  item  for 

GMI.    The  1975  Index  was  therefore  not  examined.    In  all,  the  data 

collection  process  thus  yielded  five  news  items  for  GMI.    The  dates  in 

chronological  order  are  as  follows: 

(1)  4-26-77 

(2)  9-02-77 

(3)  6-14-78 

(4)  8-29-78  (-1) 

(5)  12-14-78 

These  are  designated  as  news  item  dates.    The  remark  (-1) 
indicates  that  it  was  a  "negative  news"  in  the  sense  that  the  sell-off 
plan  was  abandoned  or  encountering  trouble.    This  coding  is  useful  for 
testing  hypothesis  8.    For  each  news  item  date  (e.g.,  the  five  separate 
dates  for  GMI),  two  additional  dates  are  collected  from  the  WSJ  Index: 
(i)  Pre-date  and  (ii)  Post-date.    The  definitions  are  as  follows: 
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Pre-date.    It  is  the  (nearest)  date  prior  to  the  sell -off  related 
date  on  v/hich  the  WSJ  reports  an  important  event  for  the  company 
(merger,  acquisition,  takeover,  proxy  fight,  another  divestiture, 
earnings  announcement,  dividend  increase,  stock  split,  spin-off,  etc.). 

Post-date.    It  is  the  (nearest)  date  subsequent  to  the  sell -off 
related  date  on  which  the  WSJ  reports  an  important  event  for  the 
company.    The  main  objective  behind  collecting  pre-  and  post-dates  is 
to  be  able  to  examine  and  control  the  possible  influence  of  the 
confounding  events.    Some  descriptive  statistics  on  these  dates  are 
presented  in  Table  1 . 

For  each  selling  firm,  an  event  is  defined  as  the  sale  of  one  or 
more  divisions,  segments,  etc.  which  is  treated  as  a  separate  sale  by 
the  selling  company.    Thus  a  company  could  have  more  than  one  event. 
For  example,  GMI  sold  three  divisions  (0-Cel-O  division  to 
Carter-Wallace,  Smith's  Food  Group  to  Associated  Biscuits 
Manufacturers,  and  its  chemicals  subsidiary  to  Menkel )  during  1977-78. 
These  three  sales  are  identified  as  three  events  for  GMI.    When  the 
selling  firm  identifies  the  sale  of  more  than  one  segment  as  one 
sell -off  plan,  then  those  news  items  form  part  of  one  event.    In  the 
above  example,  if  GMI  had  announced  a  comprehensive  plan  to  sell  three 
segments,  then  GMI  would  have  only  one  event.    It  is  possible  that 
there  is  essentially  one  unannounced  underlying  reason  for  the  sale  of 
all  the  segments  of  the  company.    However,  it  is  not  possible  for 
outsiders  to  discover  that  unless  the  firm  reveals  a  comprehensive 
plan.    Whenever  relevant,  results  will  also  be  reported  under  the 
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assumption  that  all  sell -off  related  news  items  for  a  firm  are  the 
results  of  one  plan. 

For  the  events  thus  identified,  all  the  news  items  are  recorded. 
The  first  report  on  each  event  is  used  as  a  proxy  for  the  date  when  the 
information  about  the  sell -off  first  becomes  public.    It  is  designated 
as  the  "first  (announcement)  date."    When  a  report  indicates  that 
negotiations  have  been  abandoned,  the  date  is  designated  as 
"abandonment  date."    In  most  cases,  firms  do  not  disclose  reasons  for 
abandonment.    There  can  be  more  than  one  abandonment  date  for  an 
event.    This  usually  occurs  when  a  firm  first  announces  that 
negotiations  are  likely  to  be  unsuccessful,  and  subsequently  it 
confirms  that  negotiations  have  failed.    Both  these  dates  are 
designated  as  abandonment  dates.    All  other  dates  (i.e.,  reports 
representing  successful  completion  of  talks  or  other  favorable 
announcements)  for  the  event  are  termed  as  "second  date."  To 
summarize,  in  this  research  design,  a  firm  can  have  a  number  of 
events.    Each  event  however  has  a  unique  first  date,  but  it  can  have 
zero,  one,  or  more  than  one  second  date. 

The  first  date  for  the  seller  need  not  he  the  first  date  for  the 
buyer.    The  first  date  for  the  buyer  occurs  when  the  possible  buyer  is 
first  identified  in  the  WSJ/WSJI.    In  many  cases,  the  report  indicates 
that  negotiations  for  the  sale  of  a  segment  are  in  progress,  but  the 
potential  buyer  is  not  disclosed.    In  these  circumstances,  the  buyer  is 
usually  disclosed  in  a  subsequent  news  item.    When  a  buyer  is  dropped 
and  another  replaces  the  first  one,  the  first  date  for  the  second  buyer 
is  the  date  when  the  second  buyer's  name  is  first  reported. 
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A  number  of  screens  are  applied  to  the  data.    First,  stock-returns 
must  be  available  on  the  daily  CRSP  (Center  for  Research  in  Security 
Prices  of  the  University  of  Chicago)  excess  returns  tape.    Second,  the 
sales  must  involve  sale  of  operating  assets;  i.e.,  sales  of  marketable 
securities  are  not  included.    Third,  the  sales  must  not  be  associated 
v/ith  bankruptcy/liquidation.    Fourth,  the  sales  must  be  voluntary, 
i.e.,  not  ordered  by  the  government.    And  finally,  the  sale  must  not  be 
a  subsidiary-parent  transaction. 

Table  1  presents  a  summary  of  the  number  of  sellers  and  buyers 
before  the  data  were  checked  for  the  availability  of  returns  on  the 
CRSP  tape.    In  all,  there  were  1754  news  items  (dates)  for  the 
sellers.    These  dates  came  from  328  firms  which  engaged  in  the  selling 
of  1107  segments  (defined  as  events).    Similarly,  262  separate  buyers 
with  328  events  and  547  news  items  were  identified.    These  numbers 
reflect  the  maximums  in  that  the  ensuing  analysis  has  a  somewhat 
smaller  sample  because  of  missing  returns  on  the  CRSP  tape. 

Independent  Variable  Measurement 
Poorly  Performing  Firms  and  Healthy  Firms 

Given  the  hypotheses  2  to  6  earlier,  all  the  firms  in  the  sample 
need  to  be  categorized  either  as  poorly  performing  firms  or  healthy 
firms.    For  this  purpose,  the  firms  were  ranked  (classified)  according 
to  their  performance  in  the  year  prior  to  their  first  sell-off  date. 
For  example,  for  GMI ,  the  year  1976  would  be  the  year  of  analysis.  The 
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following  two  performance  criteria  were  used  for  ranking  the  sample  of 
firms. 

Stock  price  performance  in  the  prior  year.    For  all  the  firms  in 
the  sample,  the  cumulative  excess  returns  (explained  in  detail  later 
on)  for  the  year  prior  to  the  first  sell -off  related  announcement  is 
one  basis  for  ranking  the  firms.    This  is  a  continuous  measure  of  the 
firms'  performances  in  that  each  firm  has  a  unique  cumulative  excess 
return.    This  continuous  measure  can,  however,  be  converted  to  an 
interval  (group)  measure  for  portfolio  level  analysis.    The  main 
advantage  of  the  portfolio  level  analysis  compared  to  the  analysis  at 
the  individual  security  level  is  that  the  variance  around  the  mean 
portfolio  return  is  reduced  substantially.    This  increases  the  pov/er  of 
the  test.    For  a  description  of  the  portfolio  formation  technique  and 
the  associated  advantage,  see  Fama  (1976).    In  accounting  contexts, 
Abdel-Khalik  and  Ajinkya  (1979)  and  Foster  (1978)  provide  a  detailed 
description.    The  firms  with  the  smallest  (lowest  one-third  or  so) 
cumulative  excess  returns  are  designated  as  poorly  performing  firms, 
the  middle  group  is  discarded  from  the  sample,  and  the  top  group  is 
designated  as  firms  performing  well. 

Financial  statement  information.    Accounting  research, 
particularly  studies  in  the  bankruptcy  area,  has  identified  a  number  of 
firm  specific  variables  which  are  "good"  indicators  of  firms  in 
financial  trouble.    Specifically,  these  studies  analyze  a  number  of 
accounting  ratios  to  identify  the  ones  that  are  the  best  predictors  of 
bankruptcy.    It  appears  reasonable  to  assume  that  these  ratios  are  also 
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good  indicators  of  genera!  financial  health  or  conversely  "financial 

trouble"  faced  by  firms.    The  most  appropriate  model  for  the  present 

study  appears  to  be  that  of  Ohlson  (1980).    In  his  model,  an  estimate 

of  the  probability  of  bankruptcy  of  a  firm  is  calculated  on  the  basis 

of  various  accounting  variables.    In  the  present  context,  the  objective 

is  not  to  predict  bankruptcy  per  se  but  only  to  relatively  rank  the 

firms  in  the  sample  from  the  perspective  of  their  degree  of  financial 

health.    From  the  model  presented  below,  it  is  possible  to  estimate  the 

probability  of  bankruptcy  for  all  the  firms  in  the  sample.    Ohl son's 

model  of  estimating  the  probability  of  bankruptcy  (an  inverse  measure 

of  financial  health)  for  a  firm  is  given  by  the  following  equation: 

Prob  =  0.407(SIZE)  +  6.03(TLTA)  -  1.43(WCTA)  +  0.0757(CLCA)  - 
2.37(NITA)  -  1.83(FUTL)  +  0.285(INTW0)  -  1.72(0NENEG)  - 
5.21(CHIN)  -  1.32 

where  SIZE  =  log  (total  assets/GNP  price-level  index) 
TLTA  =  Total  liabilities  divided  by  total  assets 
WCTA  =  Working  capital  divided  by  total  assets 
CLCA  =  Current  liabilities  divided  by  current  assets 
OMENEG  =  One  if  total  liabilities  exceeds  total  assets,  zero 
otherwise 

NITA  =  Net  income  divided  by  total  assets 

FUTL  =  Funds  provided  by  operations  divided  by  total  liabilities 
IMTWO  =  One  if  net  income  was  negative  for  the  last  two  years, 

zero  otherwise 
CHIN  =  (Nit  -  NIt-1  )/(\^h\  +  |NIt-l  I  ) 

Two  methodological  issues  are  worth  mentioning  from  the  standpoint 
of  reducing  the  miscl assification  of  firms.    First,  given  the 
probability  of  bankruptcy  measure,  it  is  necessary  to  select  a  cutoff 
point  above  v/hich  the  firms  are  considered  to  be  in  financial  trouble 
compared  to  the  rest  of  the  firms  in  the  sample.    Unless  the 
probability  measures  from  Ohl son's  model  clearly  indicate  a  bimodal 
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distribution  of  the  firms,  some  arbitrary  divisors  must  be  chosen.  For 
this  purpose,  the  sample  can  be  divided  into  three  groups.    The  firms 
in  the  two  extreme  groups  can  be  categorized  as  poorly  performing  firms 
and  healthy  firms.    The  middle  third  of  the  sample  can  be  ignored. 
Second,  the  classification  of  firms  can  also  be  improved  by  selecting 
the  intersection  from  the  tv/o  sets  of  firms  which  are  classified  to  be 
in  financial  trouble  from  the  two  criteria  above.    It  is  expected  that 
these  steps  would  reduce  the  number  of  misclassifications  to  a 
satisfactory  level.    Note  that  the  probability  of  default  variable  is 
used  initially  to  group  firms  according  to  poorly  performing  and 
healthy  firms  (to  test  hypotheses  2  to  6).    It  is  also  used  as  an 
independent  variable  in  the  cross-sectional  test  (hypothesis  11). 

Profitability  of  the  Assets  Being  Sold 

It  is  important  (for  testing  hypotheses  3  and  5)  to  identify 
whether  the  assets  (segments)  being  sold  have  been  profitable  to  the 
selling  firm  or  not.    The  main  source  of  this  information  is  the 
Compustat  file.    The  Compustat  file  reports  "discontinued  operations" 
as  a  separate  single  data  item  which  includes  (i.e.,  the  sum  of)  two 
important  dollar  amounts:    (a)  income  from  operations  of  the 
discontinued  division  (segment)  and  (b)  gain/loss  on  the  disposal  of 
the  division.    This  number  on  Compustat  is  taken  from  the  company 
reports.    It  seems  reasonable  to  assume  that  assets  being  sold  are 
depreciated  considerably  and  would  be  sold  at  a  gain;  i.e.,  item  b  can 
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be  assumed  to  be  generally  positive.    Therefore,  if  the  reported  amount 
(i.e.,  a+b)  is  a  loss,  it  is  reasonably  certain  that  the  discontinued 
operations  were  incurring  a  loss  (i.e.,  item  a  is  negative).  The 
Compustat  firms  with  negative  dollar  amounts  for  discontinued 
operations  are  therefore  identified  as  loss  making  segments.  To 
increase  confidence  in  this  classification,  firms  with  small  negative 
values  for  discontinued  operations  are  excluded  from  the  sample  for 
testing  purposes. 

When  a  firm  sells  more  than  one  identifiable  segment,  it  seems 
unlikely  that  we  can  find  out  whether  the  segments  are  separately 
profitable  or  unprofitable,  since  all  discontinued  operations  are 
grouped  together  for  financial  reporting.    For  instance,  in  the  above 
example,  GMI  sold  three  segments  of  the  company  (Viz.,  0-Cel-O 
division.  Smith's  food  group,  and  General  Mills  Chemicals,  Inc.).  The 
basic  idea  of  grouping  firms  as  those  selling  a  profitable  or  an 
unprofitable  segment  is  preserved  if  the  sale  of  three  segments  is 
treated  as  one  sell -off  plan.    Further,  this  methodology  is  justified 
to  the  extent  that  identification  of  different  assets  of  the  company 
into  segments  or  divisions  is  more  or  less  arbitrary. 

In  effect,  the  firms  are  divided  into  four  portfolios. 

1.  Firms  performing  poorly: 

a.  Group  A:    Firms  selling  unprofitable  units. 

b.  Group  B:    Firms  selling  profitable  units. 

2.  Firms  not  performing  poorly: 

a.  Group  C:    Firms  selling  unprofitable  units. 

b.  Group  D:    Firms  selling  profitable  units. 


34 


Dependent  Variable  Measurement 

This  study  uses  the  common  stock  returns  available  on  the  daily 
CRSP  excess  returns  tape  of  the  University  of  Chicago.    The  daily 
excess  return  for  a  security  is  calculated  as 

ERid  =  Rid  -  E(Rid) 

where 

d         =  day  measured  relative  to  a  news  item, 
ERid     =  excess  return  on  security  i  for  day  d. 
Rid      =  actual  return  on  security  i  for  day  d,  and 
E(Ri-d)  =  expected  rate  of  return  on  security  i  for  day  d. 
The  E(Rid)  is  calculated  by  grouping  all  the  NYSE  and  the  ASE 
securities  into  ten  control  portfolios  according  to  their  estimated 
betas  or  estimated  standard  deviations.    The  results  presented  in  this 
paper  use  the  beta  controlled  portfolios. 2 

Average  (across  firms)  excess  returns  for  each  relative  day  d  are 
calculated  as 

M 

AERd  =  i  (  5:ERTd) 
M 

i=l 

where  M  is  the  number  of  securities  for  day  d.    Daily  cumulative 
average  excess  returns,  CAERs,  are  the  sums  of  the  average  excess 
returns  over  event  time,  i.e.,  CAER  for  the  period  from  d=a  until  d=b, 
b 

CAERab  =  ZAERd 
d=a 
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The  results  presented  in  various  tables  of  Chapter  IV  have  been 
analyzed  using  several  different  methodologies.    The  qualitative 
conclusions  reached  from  these  methods  are  generally  the  same,  although 
test  statistics  differ  somewhat  across  methodologies.    In  most  cases, 
the  results  are  presented  only  from  one  method.    For  analyzing  the 
excess  returns  at  the  portfolio  level,  the  following  approach  is 
adopted. 

Portfolios  of  firms  in  the  sample  (buyers  or  sellers,  as  the  case 
may  be)  are  formed  in  event  time. 3    Day  zero  is  defined  as  the  date 
of  the  publication  of  the  news  in  The  Wall  Street  Journal.    Two  types 
of  dependence  across  returns  have  been  considered.    First,  several 
firms  may  have  the  same  event  date,  which  could  lead  to  cross-sectional 
dependence  in  excess  returns.    To  eliminate  this  dependence,  the  firms 
with  the  same  event  date  are  formed  into  equally  weighted  portfolios 
and  considered  as  one  security.    The  second  problem  relates  to  the 
estimation  of  the  standard  deviation  of  the  portfolio  excess  return. 
Usually,  the  standard  deviation  of  the  portfolio  is  estimated  from  an 
estimation  period  in  which  the  portfolio  has  the  same  securities  as  in 
the  event  period.    However,  in  the  present  sample,  the  same  firm  may 
have  more  than  one  event  date,  and  hence  the  time  series  of  returns  in 
the  estimation  period  (for  estimating  standard  deviation  of  the  mean 
portfolio  return)  may  not  be  independent.    To  eliminate  this  problem, 
only  one  estimation  period  for  each  firm  is  used,  and  a  firm  is 
weighted  according  to  the  number  of  events  for  that  firm.  The 
estimation  period  for  the  results  presented  is  from  relative  day  -480 
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to  day  -361  from  the  earliest  event  date  for  that  firm.'^   As  a 
further  precaution,  the  first  order  auto-correlation  in  this  portfolio 
(day  -480  to  -361)  was  examined  and  was  found  to  differ  insignificantly 
from  zero. 5 

A  t-statistic  which  tests  whether  the  average  excess  return  of  the 
portfolio  for  day  d  (AERd)  is  significantly  different  from  zero  is 
calculated  by 

td  =  AERd/Sd 

where      is  the  estimated  standard  deviation  of  AERs  calculated  from 
the  portfolio  of  the  firms  in  the  sample  for  day  -480  to  day  -361 
relative  to  the  first  event  date  for  each  firm.    Similarly,  the 
t-statistic  for  CAERat  for  a  period  N  days  from  day  a  to  day  b  is 
calculated  by 

tab  =  CAERab/Sab 

where  Sab  is  the  estimated  standard  deviation  of  CAERgb  calculated 
from  dividing  Sd  by  the  square  root  of  N.    Some  additional 
description  of  data  and  statistical  procedures  is  presented  along  with 
the  results.    The  next  chapter  presents  the  results  of  the  empirical 
analysis. 
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Notes 


Initially,  for  about  one-third  of  the  sample,  the  WSJ  Index  vas 
examined  until  two  calendar  years  on  either  side  were  without 
sell -off  related  news.    But  it  soon  became  apparent  that  sell-offs 
for  a  firm  take  place  in  clusters.    Thus,  the  search  was  limited 
until  one  calendar  year  on  either  side  was  found  without  any 
sell -off  related  news. 

The  method  used  for  estimating  the  market  model  parameters  (alphas 
and  betas)  for  calculating  excess  returns  was  developed  by  Scholes 
and  Williams  (1977).    The  excess  returns  tape  became  available  to 
us  only  recently.    Prior  to  that,  for  some  of  the  analysis,  one 
factor  market  model  described  in  Fama  (1976)  and  mean  adjusted 
returns  described  in  Brom  and  Warner  (1980)  were  used.  Mo 
appreciable  differences  in  results  were  noticed  in  switching  to 
the  excess  returns  tape. 

For  days  of  missing  returns  in  the  estimation  periods,  two  methods 
were  attempted  with  identical  results.    First,  the  missing  returns 
were  replaced  by  the  mean  of  the  portfolio  returns,  and  second, 
the  replacement  was  an  estimated  mean  return  of  the  same  firm  from 
the  prior  60  days.    The  results  reported  use  the  former  approach. 
When  a  security  has  a  missing  return  for  day  d,  the  reported  CRSP 
file  return  for  d+1  is  effectively  a  two  day  return.    To  overcome 
this  problem,  the  return  for  day  d+1  was  also  not  included  in  the 
analysis.    Similar  adjustments  were  also  made  for  missing  returns 
for  more  than  one  day. 

The  main  reason  for  going  as  far  back  as  360  days  is  that  sell -off 
firms  are  found  to  be  performing  poorly  in  the  period  immediately 
prior  to  the  sell-off  announcements.    As  a  further  precaution, 
another  estimation  period  (from  day  +61  to  day  +120)  was  used  for 
much  of  the  results.    The  post-period  estimation  period  also 
resulted  in  similar  results. 

The  significance  test  for  the  first  order  autocorrelation  is  based 
on  the  following  method.    The  expected  value  of  the  t-order 
autocorrelation  is  -l/(T-t)  and  the  variance  is  l/(T-t)  where  T  is 
the  number  of  observations  in  the  sample  (120  in  the  present 
case).    For  a  further  description,  see  Fema  (1976,  p.  118). 
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Table  1 


Summary  of  Events  and  Nev/s  Items  for  Sellers  and  Buyers  Engaged 

in  Sell -off  Activities 


Sel lers 

Buyers 

A. 

No.  of  firms  (CRSP  firms) 

328 

262 

B. 

No.  of  events  for  these  firms 

1107 

328 

C. 

No.  of  all  news  items  for  firms  in  the  sample 

1754 

547 

D. 

Breakup  of  news  items 

i)    First  announcements 

1107 

328 

ii)    Second  announcements 
(successful  sales) 

514 

170 

iii)    Abandonment  announcements 
(unsuccessful  sales) 

133 

49 

E. 

Average  number  of  news  items  per  firm 

Standard  deviation 

5.3 
5.8 

2.1 
1.7 

F. 

Average  number  of  events  per  firm 
Standard  Deviation 

3.4 
3.8 

1.3 
0.6 

G. 

Average  number  of  days  between  the  predate 
and  the  news-item  date 

Standard  Deviation 

21.1 
20.7 

n.a. 
n.a. 

H. 

Average  number  of  days  between  the  news- item 
date  and  the  post-date 

Standard  Deviation 

20.2 
25.1 

n.a. 
n.a. 

CHAPTER  IV 
EMPIRICAL  ANALYSIS 
Results 


In  this  chapter,  the  empirical  results  are  presented  for  the 
eleven  hypotheses  developed  in  Chapter  II.    Most  of  the  results  are 
presented  in  the  sequence  of  the  hypotheses.    For  testing  hypotheses  2 
to  6,  the  results  are  initially  presented  at  the  portfolio  level,  but 
at  the  end  of  hypothesis  6  results,  additional  complementary  results 
are  presented  which  use  a  cross-sectional  regression  approach.  Some 
additional  appropriate  analysis  is  also  presented  along  with  the  main 
results. 

Hypothesis  1 

To  evaluate  the  stock  market's  response  to  an  event,  excess 
returns  need  to  be  examined  for  times  during  which  the  probability  of 
the  event  outcome  changes.    The  most  important  date  to  capture  the 
effect  of  an  announcement  is  the  first  public  announcement.    The  market 
is  expected  to  react  in  an  unbiased  manner  to  the  announcement  of  the 
news.    If  the  announcement  is  good  news,  the  excess  returns  will  be 
positive,  and  if  the  announcement  is  bad  nev/s,  the  excess  returns  V'ill 
be  negative.    To  reduce  the  noise  component,  such  analysis  should. 
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however,  best  be  performed  at  the  portfolio  level.    Various  ensuing 
tables  present  results  at  the  portfolio  level. 

First  announcement  date  for  sellers.    Table  2  presents  the 
cumulative  average  excess  returns  from  day  -120  to  day  +120,  v/here  day 
zero  is  the  first  publication  date  in  The  Wall  Street  Journal .    For  day 
-1  and  day  -2,  the  sellers  earn  significant  positive  excess  returns. 
The  .t-statistics  for  these  days  are  5.95  and  2.15  respectively,  which 
are  statistically  significant  at  conventional  levels  of  significance. 
For  the  period  day  -5  to  day  -1,  the  first  announcement  is  associated 
with  an  excess  return  of  0.7%,  which  is  also  statistically  significant 
(t-statistic  of  4.04). 

For  a  much  smaller  sample  of  53  firms,  Alexander  et  al.  (1984) 
find  positive  but  insignificant  results  at  the  5%  significance  level. 
The  present  sample  is  approximately  20  times  larger  than  their  sample, 
which  allows  us  to  examine  the  stock-price  reaction  with  increased 
power  for  the  test  statistic.    Secondly,  their  sample  selection 
procedure  eliminated  all  firms  with  more  than  one  sell -off  related  news 
item.    This  biases  their  sample  towards  smaller  sell-offs  since  large 
sell -of fs  are  generally  reported  in  The  Wall  Street  Journal  a  number  of 
times  over  an  extended  period.    These  two  important  differences  could 
lead  to  the  insignificant  results  of  Alexander  et  al.  (1984). 

In  absolute  percentage  terms,  the  comparison  with  merger  related 
studies  indicates  that  the  excess  returns  to  sell -off  activities  are 
much  smaller  than  those  earned  by  the  target  firms  in  mergers.  For 
example,  Asquith  (1983)  reports  excess  returns  to  the  target  firms  of 


41 


about  1%  for  day  -1  and  day  0  around  the  first  announcement  date.  This 
difference  in  the  level  of  impact  may  reflect  the  relative  importance 
of  these  two  types  of  events. 

Since  one  firm  can  have  two  or  more  event  dates  adjacent  to  one 
another,  all  the  event  dates  (for  the  same  firm)  that  were  within  5 
days  of  one  another  are  not  included  in  the  analysis. 2    Thus  the 
6-day  period  (day  -5  to  dayO)  does  not  have  time  series  dependence. 
The  longer  periods  could,  however,  have  some  dependence  across  time. 
Subject  to  this  limitation,  the  results  in  panel  B  of  Table  2  suggest 
that  these  firms  on  average  were  poor  performers  in  the  pre-sell-off 
period  for  a  period  extending  at  least  120  days  before  the  event  date. 
The  t-statistic  for  day  -120  to  day  -11  is  -4.54.    An  improved  analysis 
confirming  this  observation  is  presented  below.    It  is  also  noticed 
that  the  CAERs  for  periods  after  the  event  date  are  essentiril ly  zero. 
This  evidence  is  consistent  with  the  hypothesis  that  the  market  is 
efficient  in  a  semi -strong  sense  with  respect  to  this  particular 
event.    It  also  increases  confidence  in  the  various  test  statistics 
presented.    If  the  test  statistic  is  not  specified  properly,  a 
relatively  greater  frequency  of  large  t-statistics  would  be  observed  in 
the  non-event  period. 

A  cross-sectional  distribution  of  excess  returns  is  presented  in 
Table  3  for  day  -2,  day  -1,  and  day  -2  to  day  -1.    As  explained  in  note 
1,  the  probability  of  observing  a  positive  excess  return  on  the  CRSP 
excess  returns  tape  is  0.47.''    The  z-statistics  (based  on  a 
nonparametric  test)  reported  in  Table  3  use  the  procedure  explained  in 
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note  1.    It  is  noticed  that  the  z-stati sties  in  Table  3  are  smaller 
than  the  corresponding  values  in  Table  2  (based  on  the  parametric 
test).    This  is  expected  since  the  power  of  the  test  for  the 
nonparametric  test  is  usually  lower.    For  day  -2,  the  nonparametric 
test  does  not  indicate  a  significant  z-statistic,  whereas  for  day  -1, 
the  z-statistic  is  statistically  significant.    The  tenor  of  the  main 
result  is,  however,  unchanged.    The  z-statistic  for  the  main  days  of 
stock-price  reaction  (i.e.  day  -2  to  day  -1)  is  3.00,  which  is 
significant  at  the  1%  level. 

Stock-price  behavior  prior  to  sell -off  activity.    It  was  noted 
that  the  sellers  might  be  poor  performers  prior  to  their  sell -off 
activities.    The  inclusion  of  some  firms  more  than  once,  however,  might 
have  caused  dependence  in  time  series  returns  and  hence  biased  the  test 
statistics.    To  remedy  this  problem,  the  following  analysis  was 
performed  where  each  firm  was  included  only  once  in  the  sample. 
Further,  to  avoid  the  contamination  of  the  results  from  the  sell -off 
activities,  the  first  available  sell-off  related  date  was  defined  as 
day  zero.    Since  the  WSJ  I  was  examined  for  one  to  two  years  prior  to 
the  first  sell-off  date,  this  period  is  essentially  free  from  sell-off 
activities.    The  results,  therefore,  indicate  the  performance  of  these 
firms  prior  to  the  sell -off  activity.    The  computations  are  extended 
backwards  to  a  period  of  360  days  prior  to  the  first  event  date.    It  is 
seen  from  Table  4  that  these  firms,  on  average,  earned  an  excess  return 
of  -^^%  for  day  -360  to  day  -11  (t-statistic  of  -3.59).  The 
corresponding  nonparametric  test  (as  explained  in  note  1)  indicated  a 
z-statistic  of  -4.3.    A  number  of  t-statistics  in  Panel  B  of  Table  4 
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indicate  that  the  decline  in  stock  prices  is  statistically 
significant.    As  pointed  out  earlier,  this  pattern  is  similar  to  that 
experienced  by  target  firms  in  merger  related  studies.    For  example, 
Asquith  (1983)  reports  that  successful  targets  earn  -14.1%  between  day 
-480  and  day  -20,  and  unsuccessful  targets  earn  -10.5%  over  the  same 
period.    Similarly,  Malatesta  (1983)  reports  that  the  acquired  firms 
earned  -8.5%  from  month  -24  to  -4. 

Comparison  with  spin-offs.    These  results  are  interesting  in  that 
they  indicate  at  least  one  kind  of  action  (i.e.,  sell-offs)  that  may  be 
taken  by  the  managers  of  the  poorly  performing  firms  to  improve  the 
welfare  of  their  stockholders.    A  comparison  of  these  results  with 
those  of  Miles  and  Rosenfeld  (1983)  for  a  spin-off  sample  brinos  =5bout 
another  interesting  aspect.    In  contrast  with  the  negative  excess 
returns  reported  here.  Miles  and  Rosenfeld  find  that  firms  spinning-off 
their  subsidiaries  experienced  significantly  positive  excess  returns  up 
to  120  days  prior  to  their  spin-off  announcements.    This  suggests  that,  - 
although  spin-offs  and  sell-offs  can  be  used  to  achieve  the  same  goals, 
such  as  reducing  firm  size,  allowing  the  parent  to  specialize  in  fewer 
business  activities,  etc.,  the  particular  actions  taken  by  firms  depend 
on  their  performance  prior  to  these  decisions.    This  appeals  to  logic 
in  that  firms  not  performing  well  are  more  likely  to  face  liquidity 
problems  and  subsequently  engage  in  sell-offs  to  overcome  these 
problems.    Spin-offs,  on  the  other  hand,  do  not  generate  cash  to  the 
parent  company  and  are  thus  more  likely  to  be  undertaken  by  firms  that 
have  been  performing  well  in  the  recent  past. 
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Second  announcements  for  sellers  (successful  sales).    The  extent 
to  which  uncertainty  is  resolved  by  the  first  announcement  can  be 
understood  by  examining  the  stock  price  reaction  to  the  subsequent 
resolution  of  uncertainty.    If  the  first  announcement  essentially 
resolves  all  the  uncertainty,  the  stock  price  reaction  to  subsequent 
announcements  (e.g.,  final  settlement,  vote  by  the  board,  etc.)  would 
be  zero.    On  the  other  hand,  the  first  announcements  could  represent 
partial  resolution  only. 

In  Table  5,  excess  returns  are  reported  for  the  second  dates  v/hen 
the  outcome  is  favorable.    The  number  of  these  news  items  is  smaller 
than  the  first  dates  since  all  the  events  ai^e  not  necessarily  reported 
twice.    The  results  are,  however,  similar  to  the  first  date  results. 
For  a  period  of  day  -5  to  day  -1,  the  announcement  is  associated  with  a 
statistically  significant  positive  excess  return  of  0.9%  (t-statistic 
of  3.99).    In  this  5-day  period,  two  of  the  1-day  components  (i.e.,  day 
-1  and  day  -3)  also  reflect  statistically  significant  positive  excess 
returns  (t-statistics  of  ^.79  and  2.96  respectively).    Also,  as  before, 
the  test-statistics  appear  to  be  properly  specified  in  that  we  do  not 
observe  unusually  large  t-statistics  for  periods  subsequent  to  day 
zero.    A  cross-sectional  examination  similar  to  the  first  announcement 
dates  was  also  performed.    For  brevity,  details  are  not  presented.  The 
nonparametric  test  indicated  z-statistics  of  0.89,  2.14,  and  2.82  for 
day  -2,  day  -1,  and  day  -2  to  day  -1  respectively.    The  tenor  of  the 
results  from  the  nonparametric  tests  are  the  same  as  those  from  the 
parametric  tests. 
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These  results  indicate  that  most  uncertainty  is  not  resolved  at 
the  first  announcements.    This  is  useful  to  know  for  the  test  of 
subsequent  hypotheses  in  which  comparisons  need  to  be  made  across 
poorly  performing  firms  and  healthy  firms,  etc.    It  would  be  best  to 
include  all  news  items  (announcements)  in  comparison  across  groups  of 
firms.    Before  proceeding  to  the  other  hypotheses,  it  is  illustrative 
to  examine  the  results  for  all  announcements  for  all  the  firms  in  the 
sample. 

All  announcements  together  for  sellers.    In  Table  6,  excess 
returns  are  presented  for  the  stock  price  effect  on  these  firms  from 
all  the  nev/s  items.    Under  the  assumption  that  for  each  firm  the  number 
of  sell -of fs  are  actually  the  result  of  one  underlying  plan,  it  is 
possible  to  estimate  the  effect  of  these  sell -off  plans  on  the  firms  in 
our  sample.    The  table  also  reports  the  number  of  firms  and  the 
associated  CAERs  which  are  the  cross-sectional  sums  of  all  the 
announcements.    It  is  seen  that  an  average  firm  in  this  sample  earned  a 
significant  positive  excess  return  of  3.4%  (day  -5  to  day  -1).  The 
t-statistic  for  this  is  4.84.    For  individual  days  in  this  period,  the 
t-statistics  for  day  -1  and  day  -2  are  6.33  and  ? AO  respectively. 
Given  these  results,  there  seems  to  be  little  doubt  that  the  stock 
price  reaction  to  the  sell -off  news  items  is  on  average  positive  for 
the  sellers.    These  results  confirm  the  earlier  conclusion  that 
hypothesis  1  is  supported  by  the  data. 

A  cross-sectional  examination  of  excess  returns  for  all 
announcements  together  (for  day  -2,  day  -1,  and  day  -2  to  day  -1)  is 
presented  in  Table  7.    This  analysis  is  similar  to  the  analysis  of 
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first  announcement  presented  earlier  in  Table  3.    Although  the 
z-stati sties  in  Table  7,  using  a  nonparametric  test,  are  smaller  than 
the  corresponding  parametric  t-stati sties  in  Table  6,  the  tenor  of  the 
results  is  unchanged.    The  z-stati stic  for  day  -2  to  day  -1  is  2.88, 
which  is  statistically  significant  at  the  M  level. 

In  testing  hypotheses  2  to  6,  the  analysis  essentially  involves  an 
extended  partitioning  of  the  Table  6  results.    Table  6  has  presented 
the  results  of  all  the  firms  together,  while  hypotheses  2  to  6  require 
similar  results  for  particular  subgroups  of  this  sample. 

Hypothesis  2 


For  testing  hypothesis  2  (and  also  other  hypotheses),  all  the 
firms  need  to  be  separated  into  either  poorly  performing  or  healthy 
firms.    As  described  in  Chapter  III,  two  approaches  are  adopted. 
Before  proceeding  to  the  results  of  hypothesis  2,  a  brief  description 
of  the  methods  labeling  firms  as  poorly  performing  and  healthy  is 
presented. 

Classification  of  firms  as  poorly  performing  or  healthy.  Two 
general  procedures  are  used  to  classify  firms  as  poorly  performing  or 
healthy  firms.    The  first  one  is  based  on  the  distribution  of 
cumulative  average  excess  returns  (CAER)  in  the  period  prior  to  the 
first  sell -off  announcement,  and  the  second  one  is  based  on  the 
probability  of  default  measure  from  Ohl son's  model.    For  the  first 
measure,  it  is  necessary  to  select  a  pre-event  period.    Since  the 
optimal  length  of  the  pre-event  period  is  not  known  a  priori,  two  CAERs 
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are  calculated  for  all  the  firms  in  the  sample.    These  two  CAERs, 
designated  as  CAER_360,  -11  and  CAER_260,  -11.  are  defined  as 
f ol 1 ows : 

CAER_36o,-ll  =  CAER  for  350  days  from  day  -360  to  day  -11,  and 
CAER_260,-11  =  CAER  for  250  days  from  day  -260  to  -11. 
A  distribution  of  these  two  variables  is  presented  in  Table  8. 
Since  the  measure  CAER_260,  -11  is  part  of  CAER_36o,  -n ,  both  are 
expected  to  be  significantly  correlated,  unless  adding  100  days  in 
CAER_360,  -11  acids  a  considerable  amount  of  noise  in  the  data.  If 
the  correlation  between  the  two  variables  is  low,  it  would  be  better  to 
pick  the  shorter  period.    Both  parametric  and  nonparametric  measures 
indicate  that  the  two  variables  are  significantly  correlated  (at  less 
than  0.01  level).    The  main  advantage  of  this  confirmation  is  that  any 
one  of  the  two  would  be  a  good  measure  for  splitting  the  firms  in  two 
groups,  those  performing  poorly  and  those  that  are  healthy.  Although 
much  of  the  ensuing  analysis  was  performed  by  using  both  these 
measures,  the  discussion  is  limited  to  only  one  of  the  two  measures 
(i.e.,  CAER_36o,-ii  measure),  since  the  results  are  very  similar. 

To  classify  firms  in  the  poorly  performing  group  and  the  healthy 
group,  two  cutoff  levels  of  the  discriminating  variable  are  choser. 
The  deciles  of  the  two  measures  are  also  presented  in  Table  8.  The 
firms  with  CAER.360,-ii  less  than  -0.05  (i.e.,  -5%)  are  designated  as 
poorly  performing  firms.    Similarly,  the  firms  with  CAER_35o,.n 
greater  than  +0.05  (i.e.,  5%)  are  designated  as  healthy  firms.  This 
selection  of  cutoff  points  was  chosen  arbitrarily  from  observing  the 
entire  distribution  of  the  variable  CAER_3go^  ^he  cutoff 
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points,  however,  seem  to  be  satisfactory  as  they  resulted  in  40  firms 
that  were  not  classified  in  either  group  (i.e.,  with  CAER_36o,  -11 
between  +0.05  and  -0.05).    A  value  larger  than  0.05  would  result  in 
eliminating  a  larger  number  of  firms  and  thus  reducing  the  sample 
size.    On  the  other  hand,  a  smaller  value  may  not  have  enough 
discriminating  ability. 

To  classify  the  firms  using  an  alternative  measure,  the 
probability  of  default  (PDEF)  was  calculated  in  the  year  prior  to  the 
year  of  the  first  sell -off  by  using  Ohl son's  model  (for  the  subset  of 
firms  for  which  data  were  available).    If  Ohlson's  model  (described  in 
Chapter  III)  is  stationary  over  the  years,  it  should  result  in  a 
response  variable  which  is  between  0.0  and  1.0.    The  results,  however, 
are  very  different.    The  mean  probability  of  default  measure  is  1.61 
with  a  standard  deviation  of  1.16.    The  distribution  of  the  probability 
of  default  variable  is  presented  in  Table  9.    One  possible  reason  for 
high  values  of  the  PDEF  measure  may  be  that  debt-equity  ratio  of  firms 
in  general  has  gone  up.    Since  debt-equity  ratio  is  positively 
correlated  with  PDEF  and  the  model  was  estimated  (by  Ohl son)  from  data 
of  the  early  1970s,  the  PDEF  measures  of  firms  in  the  later  years  have 
larger  values.    This  measure  is  also  not  correlated  the  variable 
CAER_35o,_n  (correlation  of  0.0074).    It  appears  that  there  is  a 
considerable  amount  of  noise  in  this  measure  for  classifying  firms  in 
the  tvio  performance  categories.    Note  that  the  PDEF  measure  is  derived 
from  the  data  at  a  point  in  time,  whereas  the  CAER  measure  is  derived 
from  the  stock  returns  over  a  period  of  350  or  250  days.    The  two 


measures  would  be  correlated  if  the  decline  in  stock  prices  in  this 
period  is  associated  with  the  change  in  the  accounting  variables  used 
in  calculating  the  PDEF.    In  general,  these  two  measures  need  not  be 
correlated.    These  two  measures  reflect  tv/o  different  approaches  to 
classify  the  firms.    In  using  the  PDEF  measure,  firms  with  PDEF  values 
smaller  than  1.19  are  classified  as  healthy,  and  firms  with  PDEF  larger 
than  1.81  are  classified  as  poorly  performing.    Some  additional 
discussion  of  analysis  using  the  variable  PDEF  is  presented  later  along 
with  the  discussion  of  the  results  for  the  cross-sectional  examination. 

In  Table  10,  results  are  reported  for  the  firms  that  are 
classified  as  poorly  performing  when  the  variable  CAER_35o,  -11  was 
used  to  classify  the  firms  in  the  sample.    The  manner  of  presentation 
is  the  same  as  that  of  the  earlier  Tables  2  to  5.    There  are  183  firms 
in  this  qroup.    It  is  seen  that  on  day  -1,  the  firms,  on  average, 
earned  1.9%  excess  returns,  which  is  statistically  significant 
(t-statistics  of  4.74).    From  panel  B,  excess  returns  for  day  -5  to  day 
-1  is  3.4%  (t-statistics  of  3.85).    Thus  the  phenomenon  that  is 
observed  for  all  the  firms  in  the  sample  (hypothesis  1)  is  also  true 
for  the  poorly  performing  firms.    The  results  are  consistent  with 
hypothesis  2. 

For  hypothesis  2,  as  v/ell  as  for  hypotheses  3  tc  6,  the  portfolio 
analysis  was  also  performed  by  using  the  PDEF  measure  described  above 
and  presented  in  Table  9.  The  tenor  of  the  results  is  not  changed  in 
any  of  the  cases  and,  therefore,  additional  tables  are  not  presented. 
For  example,  v/hen  the  PDEF  measure  is  used,  for  poorly  performing 
firms,  the  t-statistic  on  day  -1  is  4.35  compared  to  4.74  observed  in 
Table  10. 
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Hypothesis  3 

Before  presenting  results  for  this  hypothesis,  it  is  necessary  to 
briefly  describe  the  procedure  for  grouping  the  firms  as  (i)  those 
disposing  profitable  segments,  and  (ii)  those  disposing  unprofitable 
segments.    The  main  idea  was  described  in  Chapter  III.    For  each  firm 
in  the  sample  for  which  data  are  available,  the  gain  or  loss  amount  of 
discontinued  operations  was  obtained  from  the  Compustat  tape.    A  firm 
in  our  sample  could,  however,  sell  assets  over  more  than  one  year.  In 
those  cases,  the  amounts  for  discontinued  operations  were  added 
together  for  the  relevant  years.    This  procedure  is  also  useful  to 
reduce  the  "estimation  error"  in  amounts  for  discontinued  operations 
because  the  firm  can  report  estimated  amounts  in  the  first  year.  When 
the  results  are  reported  in  the  subsequent  year  or  years,  the  initial 
estimate  is  taken  into  account. 

From  the  initial  sample  of  328  firms,  data  are  available  for  254 
firms.    The  average  amount  of  discontinued  operations  reported  is 
$-7.38  million,  which  has  a  standard  deviation  of  $62.09  million.  The 
maximum  and  minimum  amounts  are  $413.05  and  $-532.50  million, 
respectively.    A  distribution  of  this  variable  is  presented  in  Table 
11.    From  observing  the  distribution,  the  firms  that  reported  $-1.00 
million  or  less  are  designated  as  firms  disposing  of  unprofitable  units 
(group  A),  and  firms  reporting  $1.00  million  and  more  are  designated  as 
firms  disposing  of  profitable  units  (group  B).    Notice  that  a  large 
number  of  (i.e.  118  out  of  254  or  46.4  percent)  have  zero  gain  (or 
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loss)  on  discontinued  operation.    This  arises  because  the  Compustat 
tape  reports  a  zero  when  the  firm  does  not  report  a  specific  amount  for 
discontinued  operations.    The  firms  are  not  required  to  report  the 
amount  of  discontinued  operations  when  the  amount  is  not  material. 
Also,  some  sell-offs  need  not  be  reported  as  discontinued  operations  if 
the  segment  being  sold  does  not  meet  the  criteria  of  the  Accounting 
Principles  Board  Opinion  Mo.  30  for  separate  reporting  under  the 
"discontinued  operations"  caption.    For  the  classification  of  firms 
into  selling  profitable  segments  and  selling  unprofitable  segments,  all 
these  firms  are  deleted  from  the  sample. 

To  test  hypothesis  3,  we  need  to  compare  excess  returns  from  group 
A  and  group  B.    It  is  possible  to  report  excess  returns  separately  for 
group  A  and  group  B  and  then  to  report  the  difference.    To  keep  the 
number  of  reported  tables  manageable,  the  results  are  reported  only  for 
the  difference  between  excess  returns  for  portfolios  consisting  of 
group  A  firms  (i.e.,  portfolio  A)  and  group  B  firms  (i.e.,  portfolio 
B).    The  numbers  of  firms  in  portfolios  A  and  B  are  49  and  21 
respectively.    Since  the  number  of  firms  are  different  in  the  two 
portfolios,  the  excess  returns  for  the  individual  portfolios  are 
divided  by  the  corresponding  number  of  firms.    This  reflects  excess 
returns  to  a  representative  (average)  firm  in  each  portfolio.  The 
difference  between  the  two  can  then  be  used  to  test  hypothesis  3. 

Table  12  presents  the  difference  in  the  excess  returns  for  the  tv/o 
portfolios  (portfolio  A  and  portfolio  B).    The  results  indicate  that 
excess  returns  around  day  zero  are  insignificantly  different  from 
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zero.    The  excess  return  for  day  -5  to  day  -1  has  a  t-statistic  of 
1.10.    The  results  indicate  that  the  excess  returns  to  firms  selling 
unprofitable  segments  are  not  different  from  the  excess  returns  to 
firms  selling  profitable  segments.    For  the  two  portfolios  separately, 
the  excess  returns  on  day  -1  are  approximately  +3.0%  each,  which  is 
about  the  same  as  for  an  average  firm  in  the  entire  sample  reported  in 
Table  6.    The  results  are  not  consistent  with  hypothesis  3  in  that 
there  is  no  difference  in  the  excess  returns  earned  by  the  firms 
selling  unprofitable  segments  and  the  firms  selling  profitable 
segments.    One  possible  reason  for  the  insignificant  results  is  that 
the  profitability  of  the  segment  may  not  be  a  satisfactory  surrogate 
for  the  related  case  flow.    It  is  possible  that  an  unprofitable  segment 
has  positive  cash  flow  and  the  vice  versa.    Since  the  change  in  the 
financial  health  of  a  firm  is  more  likely  to  be  affected  by  cash  flow, 
the  profitability  measure  essentially  has  a  measurement  error  for  the 
purpose  at  hand.    Similarly,  firms  with  essentially  a  zero  amount  shown 
as  discontinued  operations  could  have  significant  cash  flow  effects. 
This  source  of  measurement  error  may  lead  to  some  misclassifications 
and,  therefore,  reduce  the  power  of  the  test. 

Hypothesis  4 

This  hypothesis  relates  to  examining  excess  returns  for  the  group 
of  healthy  firms.    This  group  was  formed  according  to  the  procedure 
described  in  the  discussion  relating  to  hypothesis  7.  and  earlier. 
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There  are  94  firms  in  this  group.    Table  13  presents  excess  returns  for 
this  group  of  firms.    On  day  -1,  the  firms  on  average  earn  a  1.9% 
excess  return  which  is  statistically  significant  (t-statistics  of 
2.73).    It  may  be  noticed  that  the  magnitude  of  ] .9%  is  the  same  as 
that  for  the  poorly  performing  firms  (hypothesis  2,  Table  10).  From 
panel  B,  excess  return  for  day  -5  to  day  -1  is  only  0.13%,  which  is 
statistically  insignificantly  different  from  zero.    It  seems  that  the 
5-day  period  is  probably  too  long  a  period  for  this  analysis.  The 
excess  returns  for  day  -2  to  day  -5  are  essentially  zero.    The  strong 
reaction  is  on  day  -1.    In  sum,  the  results  are  consistent  with 
hypothesis  4,  which  posits  that  healthy  firms  are  expected  to 
experience  a  positive  effect  on  their  stock  prices  around  the  sell -off 
announcements. 

Hypothesis  5 

This  hypothesis  expands  on  the  results  of  hypothesis  4.    From  the 
group  of  healthy  firms,  the  excess  returns  for  firms  that  sold 
unprofitable  segments  (group  C)  are  compared  with  the  excess  returns 
for  firms  that  sold  profitable  units  (group  D).    In  this  respect,  this 
hypothesis  is  similar  to  hypothesis  3,  except  that  this  one  is  for  the 
group  of  healthy  firms,  whereas  hypothesis  3  is  for  poorly  performing 
firms.    The  results  are  presented  in  Table  14.    The  sample  size  for 
this  extension  is  smaller  than  the  earlier  analysis.    The  numbers  of 
firms  in  group  C  and  group  D  are  17  and  11  respectively.    The  results 
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are  not  clearcut.    The  differences  between  the  excess  returns  of  two 
portfolios  on  day  -1  and  day  0  are  not  statistically  different  from 
zero.    On  day  -2,  however,  the  difference  is  -8.46%,  which  has  a 
t-statistic  of  -3.06.    Although  -8.46%  appears  to  be  of  large 
magnitude,  it  should  be  seen  in  light  of  the  small  sample  size  and  the 
fact  that  this  is  a  difference  between  the  two  portfolios'  excess 
returns.    From  panel  B,  the  cumulative  excess  return  from  day  -5  to  day 
-1  is  not  significant. 

In  sum,  the  results  are  not  consistent  with  hypothesis  5.    If  at 
all,  the  day  -2  result  is  opposite  to  that  proposed  in  the  hypothesis. 
Given  the  small  sample  size  for  testing  this  hypothesis  and  the  fact 
that  it  is  a  day  -2  result  and  not  a  day  -1  result,  it  is  difficult  to 
draw  any  definite  conclusion.    This  may  be  a  useful  topic  to  pursue  in 
the  future.    Also,  as  discussed  earlier,  the  accounting  profitability 
measure  may  be  an  unsatisfactory  surrogate  for  cash  flow. 

Hypothesis  6 

This  hypothesis  compares  excess  returns  for  the  poorly  performing 
firms  (groups  A  and  B)  and  the  healthy  firms  (groups  C  and  D).    It  is 
essentially  an  examination  of  the  difference  between  the  results 
reported  in  Tables  10  and  13.    The  results  are  reported  in  Table  15, 
which  indicate  that  there  is  no  statistically  significant  difference 
between  the  excess  returns  of  these  two  groups.    All  the  t-statistics 
(absolute  values)  around  day  0  are  less  than  2.    The  results. 
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therefore,  do  not  reject  the  null  hypothesis,  which  posits  that  there 
is  no  difference  in  the  excess  returns  experienced  by  the  group  of 
healthy  firms  and  poorly  performing  firms. 

Although  no  specific  hypothesis  required  a  comparison  of  excess 
returns  for  groups  of  firms  that  sold  unprofitable  segments  (groups  A 
and  C)  and  firms  that  sold  profitable  segments  (groups  B  and  D),  an 
examination  revealed  that  there  is  no  significant  difference  in  the 
excess  returns  earned  by  these  tv/o  groups. 

The  general  result  from  the  above  analysis  (hypotheses  2  to  6 
results)  is  that  the  four  groups  of  firms  partitioned  according  to  the 
two  discriminating  variables  experience  similar  excess  returns  around 
sell -off  announcements.    This  result  could  also  arise  from  a  low  povyer 
of  the  test  because  of  limited  development  of  the  underlying  finance 
theory.    In  general,  for  any  financial  planning  objective  (e.g.,  to 
reduce  the  debt-equity  ratio),  the  management  has  a  number  of 
alternatives.    Finance  theory  is  not  fully  enough  developed  to  suggest 
an  unambiguous  choice  among  the  available  alternatives.    In  the 
sell -off  case,  for  example,  it  is  possible  for  management  to 
alternatively  raise  funds  by  issuing  equity  or  debt.    The  partitioning 
of  firms  in  different  groups,  therefore,  is  noisy  and  thereby  reduces 
the  pov/er  of  the  test. 

Additional  analysis  for  tests  of  hypotheses  ?.  to  6.    For  testing 
hypotheses  2  to  6,  the  above  analysis  included  forming  portfolios  using 
two  discriminating  variables:    (i)  a  measure  of  firm  performance  in  the 
year  prior  to  the  first  sell -off  related  announcement  to  categorize 
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firms  as  poorly  performing  and  healthy,  and  (ii)  a  measure  of  the 
profitability  of  the  disposed  segments  to  categorize  firms  as  those 
selling  profitable  units  and  those  selling  unprofitable  units.  Since 
both  measures  (i)  and  (ii)  are  continuous  measures,  it  is  possible  to 
use  them  as  independent  variables  in  a  regression  framework  with  excess 
returns  as  the  dependent  variable.    The  cross-sectional  regression 
therefore,  takes  the  following  form: 

ERi  =  a  +  b    PERFi  +  c    GAIMi  +  u^ 
where        ER^  =  Excess  return  for  firm  i, 

PERFi  =  A  measure  of  firm's  performance  represented  by 
CAER_360,  -11  or  PDEF, 

GAINi  =  A  measure  of  the  profitability  of  the  disposed  units 

represented  by  PROFM  and  PROFB  (explained  below),  and 
Ut  =  A  random  error  term. 
In  estimating  the  above  regression,  the  variable  ERj  should 
include  only  those  days  around  the  sell -off  announcements  v/here  the 
stock-price  reaction  is  most  prominent.    A  longer  time  period  will 
increase  the  magnitude  of  measurement  error  in  the  variable  ER,  and 
therefore  reduce  the  power  of  the  test.    From  earlier  tables 
(especially  Tables  2  and  6),  it  can  be  inferred  that  most  of  the  effect 
occurs  on  day  -2  and  day  -1.    Smaller  effect  can  be  observed  until  day 
-5.    Before  day  -5,  however,  there  appears  to  be  no  sell -off  related 
effect.    The  equations  are  estimated  for  four  measures  of  the  dependent 
variable  (i.e.  day  -2,  day  -1,  day  -2  to  day  -1,  and  day  -5  to  day 
-1).    Also,  the  independent  variable  PERF-j  has  two  measures,  i.e. 
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CAER_360,  -11        PDEF.    The  variable  GAIN  represents  profitability 
of  the  discontinued  operations.    This  variable  is  measured  as  reported 
dollar  amount  of  discontinued  operations  scaled  by  the  size  of  the  firm 
(measured  by  book  value  of  equity  or  market  value  of  equity  at  the 
year-end  prior  to  the  first  sell -off  related  announcement)  since  the 
same  dollar  amount  of  reported  gain  or  loss  is  relatively  more 
important  for  smaller  firms.    Thus  the  variable  GAIN  also  has  tv/o 
proxies  represented  by  PROFM  (reported  gain  or  loss  divided  by  market 
value  of  equity)  and  PROFB  (reported  gain  or  loss  divided  by  book  value 
of  equity). 

Results  are  initially  reported  for  simple  regressions  in  Table  16 
with  ER  as  the  dependent  variable  and  a  number  of  independent 
variables.    The  two  measures  of  a  firm's  performance  (PDEF  and 
CAER_360,  -11 )  are  not  correlated  with  ER.    This  suggests  that  the 
stock  price  reaction  around  sell -off  announcements  does  not  depend  on 
how  the  firm  was  performing  in  the  pre-event  period.    Notice  that 
hypotheses  2  and  4  suggest  that  both  types  of  firms  (poorly  performing 
and  healthy)  are  expected  to  experience  positive  stock  price  reaction. 
The  above  result  only  indicates  that  there  is  no  significant  difference 
between  the  stock  price  reaction  experienced  by  these  two  groups. 
Since  all  firms,  on  average,  earn  positive  excess  returns,  the  tv/o 
groups  separately  must  also,  on  average,  earn  positive  excess  returns 
to  obtain  this  result.    This  result  is  also  consistent  with  the  earlier 
observation  based  on  the  portfolio  level  analysis  in  testing  hypothesis 
6. 
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The  measure  of  profitability  of  segments  being  disposed  is 
significantly  correlated  with  ER  (t-statistic  of  -3.37)  only  for  day  -1 
(and  hence  also  for  day  -2  to  day  -1)  and  when  the  book  value  of  equity 
is  used  to  deflate  the  dollar  amount  of  discontinued  operation.  This 
variable  is  also  significant  (not  reported)  when  all  the  observations 
(for  the  independent  variable)  that  had  zero  values  were  deleted  from 
the  analysis.    The  Spearman-Rank  correlation  is,  however, 
insignificantly  different  from  zero.    This  suggests  that  the 
significance  level  from  the  parametric  test  cannot  be  taken  seriously. 
Also,  the  magnitude  of  simple  correlation  coefficient  is  only  -0.21 
(i.e.  r2  of  about  4%),  which  suggests  that  the  observed  association 
is  weak.    The  sign  of  the  slope  coefficient  is,  however,  consistent 
with  the  hypotheses  3  and  5  that  firms  selling  relatively  unprofitable 
units  experience  larger  excess  returns.    In  the  earlier  portfolio  level 
test  of  hypothesis  5,  the  excess  returns  for  the  two  groups  of  firms 
were  not  different  from  one  another  on  day  -1,  but  on  day  -2  the  test 
statistic  was  statistically  significant.    In  the  regression  analysis, 
however,  the  results  are  not  significant.    This  difference  is  probably 
because  the  standard  deviation  of  an  individual  firm's  excess  returns 
(used  in  the  regression  analysis)  is  larger  than  the  standard  deviation 
of  portfolio  excess  returns  used  in  the  earlier  analysis. 

Results  for  cross-sectional  tests  that  use  two  independent 
variables,  as  suggested  in  the  above  equation,  essentially  are  the  same 
as  those  of  the  simple  regression  case.    A  number  of  regressions  were 
estimated  with  different  definitions  of  firm's  performance  in  the 
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pre-event  period  and  the  profitability  of  the  disposed  segments.  Since 
the  results  are  not  changed  from  the  simple  regression  case,  only  two 
sets  of  results  are  presented  in  Table  17.    It  is  noticed  that  the 
variable  PROFB  is  significant,  although  the  t-statistic  is  only  about 
2.0.    In  effect,  the  magnitude  of  the  slope  coefficient  and  the 
associated  t-statistic  for  the  variable  PROFB  are  very  similar  to  those 
in  the  simple  and  multiple  regression  case.    Although  a  t-statistic  of 
2.0  is  theoretically  significant  at  the  5%  level,  the  result  could  not 
be  considered  compelling  because  the  Spearman-Rank  correlation  (as 
reported  earlier)  is  statistically  insignificant.    It  does,  however, 
suggest  that  future  research  based  on  discontinued  operations  data  from 
the  financial  reports  (as  opposed  to  the  Compustat  tape)  may  provide 
more  interesting  findings.    To  summarize,  the  results  of  the  regression 
in  general  are  consistent  with  the  earlier  results  ^t  the  portfolio 
level. 

Hypothesis  7 

This  hypothesis    compares  a  number  of  financial  (accounting) 
ratios  for  the  firms  in  the  sample.    The  financial  ratios  are  examined 
for  all  the  firms  in  the  sample  and  then  separately  for  the  poorly 
performing  firms  and  healthy  firms.    In  general,  there  is  no  definite 
theoretical  guideline  that  may  be  used  to  select  the  ratios  for  this 
purpose.    From  previous  empirical  studies  on  bankruptcy  however,  it  is 
possible  to  be  somewhat  objective  in  selecting  the  ratios.  The 
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relevant  previous  studies  include  Beaver  (1966),  Deakin  (1972), 
Abdel-Khalik  (1973),  Ohlson  (1980),  and  other  references  in  these 
papers. 

As  a  broad  category,  the  debt-equity  ratio  always  seems  to  be  an 
important  variable  to  classify  firms'  financial  health.    The  ensuing 
analysis  uses  three  different  measures  of  the  debt-equity  ratio.  In 
all,  four  broad  financial  ratio  categories  examined  for  this  purpose 
are  (i)  debt-equity  ratio,  (ii)  a  measure  of  earnings,  (iii)  a  measure 
of  cash  flow,  and  (iv)  a  measure  of  current  liquidity.    Since  more  than 
one  ratio  for  each  category  is  used,  there  are  ten  ratios  in  total  that 
have  been  examined.    These  have  been  defined  in  detail  in  Table  18. 

In  comparing  ratios  across  time,  it  is  necessary  to  adjust  for  the 
possibility  that  over  time  the  industry  wide  ratios  might  have  also 
changed.    These  changes  could  occur  because  of  unknov/n  factors,  such  as 
tax  changes,  technological  changes,  changes  in  accounting  rules,  etc. 
Foster  (1978,  Ch.  6),  for  example,  documents  a  number  of  ratios  over 
the  period  1947-1975.    Among  other  factors,  it  is  observed  that  the 
debt-equity  ratio  has  steadily  increased  over  the  years.  The 
possibility  of  changes  in  financial  ratios  being  associated  with 
factors  other  than  sell-offs  is  controlled  for  as  follows.  Let 

Rib  =  financial  ratio  for  firm  i  before  sell -off, 

lib  =  financial  ratio  of  industry  (in  which  firm  i  belongs)  for 
the  same  year  as  R-fh, 

Dib  =  (Rib-Iib)/Iib>  which  represents  the  percentage 

difference  betv/een  the  financial  ratio  of  firm  from  the 
industry  average  before  sell -off. 
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Similarly  R-\g^,  lig,  and  Dig  are  defined  for  the  years 
corresponding  to  the  year  after  sell-offs.    A  variable  change  Cj  is 
defined  as 

Ci  =  Dib-Di'a. 

Under  the  assumption  that  the  financial  ratios  of  firms  engaging  in 
sell-offs  move  along  with  the  financial  ratios  of  the  corresponding 
industry,  the  expected  value  of  C-\  is  zero.    In  that  case,  one-half 
of  the  observations  for  Cj  are  expected  to  be  positive  and  one-half 
are  expected  to  be  negative.    In  other  words,  C-\  has  a  binomial 
distribution  with  mean  zero  and  p=0.5,  where  p  is  the  expected  value  of 
observing  a  positive  number.    For  a  given  sample  size  of  n,  the 
expected  number  of  positive  C-\  is  np  and  the  associated  variance  is 
np(l-p).    Results  from  this  test  and  related  tests  of  statistical 
significance  levels  (z-statistics)  are  presented  in  Tables  19  and  20. 

Two  definitions  of  industry  are  used  for  this  analysis:    (i)  four 
digit  SIC  codes  and  (ii)  two  digit  SIC  codes.    The  SIC  codes  used  with 
the  Compustat  tape  are  based  on  the  United  States  Department  of 
Commerce's  Standard  Industrial  Classification  (SIC)  codes.    All  the 
firms  available  on  the  tape  (except  firms  that  are  engaged  in 
sell-offs)  are  used  in  computing  the  industry  averages.    Two  separate 
definitions  each  are  used  for  designating  the  year  before  sell -off  and 
the  year  after  sell -off.    These  are 

Year  A:    One  year  before  the  first  available  sell-off  related 
date, 

Year  B:    The  year  in  which  the  first  sell -off  related  date  occurs. 
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Year  C:    The  year  in  which  the  last  sell -off  related  date  occurs, 
and 

Year  D:    One  year  after  the  last  available  sell -off  related  date. 

In  all,  four  comparisons  are  made  across  these  years  for  changes 
in  financial  ratios:  (i)  between  years  A  and  C,  (ii)  between  years  A 
and  D,  (iii)  between  years  B  and  C,  and  (iv)  between  years  B  and  D. 

Table  19  presents  results  for  the  four  different  comparisons  when 
four  digit  SIC  codes  are  used  for  industry  classification.  Similarly, 
Table  20  presents  results  when  two  digit  SIC  codes  are  used.  The 
analysis  is  further  extended  to  analyze  the  results  separately  for 
poorly  performing  firms  and  healthy  firms.    These  results  are  presented 
in  Tables  21  to  24.    Although  the  number  of  firms  varies  across  the 
comparisons  for  different  ratios,  the  total  number  of  firms  (for  Tables 
19  and  20)  is  approximately  250.    Similarly,  there  are  approximately 
140  firms  in  the  poorly  performing  group  and  70  firms  in  the  healthy 
group  (healthy  firms). 

The  z-statistics  in  Tables  19  to  24  are  presented  such  that  a 
positive  value  (for  all  ratios)  indicates  that  the  financial  ratio 
under  examination  has  improved.    For  the  debt-equity  measure,  it  seems 
that  the  ratio  has  moved  towards  industry  average.    The  debt-equity 
ratios  #1  and  #3  are  based  on  book  values  and  are  therefore  less 
volatile.    Ratio  #2  is  expected  to  be  more  volatile  because  the 
denominator  is  the  market  value  of  equity.    An  examination  of  ratios  #1 
and  #3,  say  for  years  B  to  C,  indicate  that  they  are  in  most  tables 
greater  than  2.    This  observation  is  consistent  with  the  prediction  of 
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hypothesis  7.    Note  that  the  results  are  based  on  a  nonparametric  test 
and  hence  conservative.    For  the  other  three  categories  (viz.,  current 
liquidity  measure,  cashflow  measure,  and  the  earnings  measure),  the 
ratios  do  not  change  significantly.    In  sum,  it  seems  that  the 
financial  ratios  of  the  sell-off  firms,  except  for  the  debt-equity 
ratio,  do  not  change  substantially  in  comparison  with  the  industry 
ratios.    Thus,  the  results  are  only  partially  supportive  of  hypothesis 
7. 

Hypothesis  8 

This  hypothesis  proposes  an  examination  of  excess  returns  around 
dates  when  the  firms  engaging  in  sell-offs  are  confronting  difficulties 
in  previously  announced  sell -off  plans.    The  results  are  presented  in 
Table  25. 

The  results  indicate  that  the  unsuccessful  negotiations  or  other 
reasons  for  abandoning  earlier  reported  plans  result  in  negative  stock 
price  reaction  to  the  sellers.    The  firms  on  average  experience  a 
-0.59%  excess  return  on  day  -1,  the  t-statistic  for  which  is  -2.76. 
The  t-statistics  for  other  days  around  this  are  not  significant.  This 
suggests  that  the  abandonment  news  (unsuccessful  negotiations,  etc.) 
does  not  leak  prior  to  the  announcements  by  the  firms.    For  the 
cumulative  period  of  day  -5  to  -1,  the  results  are  also  not 
significant.    Cross-sectional ly,  63.5%  of  the  excess  returns  were 
negative  on  day  -1,  which  is  statistically  significant.    In  sum,  the 
results  are  consistent  with  hypothesis  8. 
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Hypothesis  9 

This  hypothesis  examines  the  excess  returns  for  firms  around  the 
dates  when  the  announcements  are  related  to  sales  of  segments  that  are 
made  to  insiders  (managers,  directors,  or  other  stockholders  that  own 
more  than  10%  of  the  common  stocks).    In  Table  26,  results  are 
presented  for  63  announcements  that  fall  in  this  category.    The  excess 
returns  around  day  zero  are  not  significant.    The  cumulative  excess 
return  for  day  -5  to  day  -1  is  only  -0.1%  compared  to  0.7%  in  Table  2. 
An  examination  of  the  difference  between  the  two  cases  indicated  that 
announcements  other  than  the  sales  to  insiders  are  associated  with 
statistically  larger  excess  returns  to  the  selling  firms  than  the 
announcements  that  are  related  to  sales  to  insiders.    It  should, 
however,  be  noticed  that  the  number  of  announcements  reported  in  Table 
26  is  only  63  compared  to  over  1000  announcements  reported  in  Table  2. 
Since  the  results  in  Table  26  do  not  indicate  any  strong  disposition, 
it  is  possible  that  a  larger  sample  would  provide  a  more  definite 
answer.    In  sum,  hov/ever,  the  present  results  are  consistent  with 
hypothesis  9. 

Hypothesis  10 

This  hypothesis  examines  the  excess  returns  earned  by  the  buyers. 
Table  27  presents  the  average  excess  returns  earned  by  the  buyers 
around  the  first  announcement  dates  for  the  events.    Since  all  the 
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buyers  are  either  not  known  or  their  stock  prices  are  not  listed  on  the 
CRSP  excess  returns  tape,  the  number  of  first  events  for  the  buyers  in 
the  sample  on  day  -1  is  only  304  as  opposed  to  1062  for  the  sellers. 
The  buyers  earn  a  statistically  significant  positive  excess  return  on 
day  -1  (0.34%  with  a  t-statistic  of  2.43).    For  days  -5  to  -1,  the  CAER 
is,  however,  insignificantly  different  from  zero.    Further,  the 
behavior  of  the  stock  prices  before  and  after  the  event  day  is 
essentially  random,  confirming  market  efficiency  and  the 
appropriateness  of  the  test  statistics. 

The  above  result  is  in  contrast  to  the  results  obtained  in  the 
merger  related  studies  where  the  returns  to  the  bidders  (i.e.,  buyers) 
are  essentially  zero.    The  two  or  three  day  announcement  effect  (i.e., 
the  day  before,  the  day  of  announcement,  and  the  day  after)  is 
significantly  negative  in  Dodd  (1980),  but  positive  and  insignificant 
in  Asquith  (1983)  and  Eckbo  (1983).    Jensen  and  Ruback  (1983,  p.  16) 
summarize  these  and  other  studies  and  conclude  that  "the  estimated 
abnormal  returns  to  successful  bidding  firms  in  all  six  studies  .  .  . 
suggest  that  mergers  are  zero  net  present  value  investments  for  bidders 
.  .  .  except  for  the  Dodd  estimates."    This  result  is  consistent  with 
the  argument  that  the  acquisition  market  for  mergers  is  perfectly 
competitive. 3    The  results  presented  here  are  consistent  with  the 
hypothesis  that  the  sell -off  market  is  relatively  less  competitive  than 
the  takeover  (merger)  market.    From  reading  over  500  news  items  in  the 
WSJ,  it  appears  that  there  are  very  few  sell -off  cases  v/here  a  second 
buyer  has  competitively  negotiated  with  the  seller.    An  extensive 
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analysis  of  the  extent  and  the  nature  of  the  competitiveness  in  the 
various  markets  is,  however,  beyond  the  scope  of  this  dissertation. 

The  analysis  is  extended  to  the  second  dates  and  the  abandonment 
dates,  and  the  results  are  presented  in  Tables  28  and  29.    For  the 
second  date,  the  buyers  earn  a  statistically  significant  positive 
excess  return  on  day  -2  (t-stati sties  of  2.54),  although  day  -1  returns 
are  close  to  zero.    The  buyers  do  not  earn  significantly  positive  or 
negative  excess  returns  around  the  reported  abandonment  dates.    In  sum, 
the  buyers  appear  to  earn  statistically  significant,  although  small  in 
absolute  percentage,  positive  excess  returns,  reflecting  a  positive  net 
present  value  investment  on  their  part.^    These  results  are 
consistent  with  the  prediction  of  hypothesis  10. 

Hypothesis  11 

This  hypothesis  suggests  a  cross-sectional  regression  in  which  the 
dependent  variable  is  the  excess  return  around  the  sell -off 
announcements.    The  basic  idea  is  to  explain  the  magnitude  of  the 
excess  returns  earned.    From  earlier  results  (for  example.  Table  6),  it 
appears  that  most  stock  price  effects  associated  with  the  sell -off 
announcements  occur  in  a  5-day  period  (day  -5  to  day  -1).    The  analysis 
for  the  cross-sectional  hypothesis  is,  however,  made  for  tv/o  different 
periods  (i)  day  -5  to  day  -1,  and  (ii)  day  -2  to  day  -1.    The  2-day 
period  was  also  chosen  as  an  additional  period  because  the  most 
pronounced  stock  price  reaction  is  observed  to  occur  in  this  2-day 
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period.    The  results  from  the  two  separate  examinations  are  essentially 
the  same,  and  therefore  the  discussion  is  limited  to  the  5-day  period 
results. 

As  suggested  in  Chapter  II,  the  cross-sectional  analysis  is 
performed  for  all  the  firms  together,  and  also  separately  for  the 
poorly  performing  firms  and  the  healthy  firms.    In  Table  30,  the  means 
and  standard  deviations  are  presented  for  the  variables  that  are  used 
subsequently  in  the  cross-sectional  regressions.    Note  that  the  numbers 
of  poorly  performing  firms  and  healthy  firms  do  not  add  to  the  total 
because  some  firms  from  the  middle  (which  are  discarded)  do  not  fall 
into  either  of  the  two  defined  categories.    An  average  firm  earns  3.7% 
excess  return  in  the  5-day  period,  and  the  cross-sectional  examination 
is  performed  to  see  if  the  variation  in  this  return  can  be  explained  by 
the  variables  presented. 

To  start  with,  three  simple  regressions  (i.e.,  with  one 
independent  variable)  are  run,  and  the  results  are  presented  in  Tables 
31  to  33  for  all  the  firms,  for  poorly  performing  firms  and  for  healthy 
firms,  respectively.    It  is  important  to  examine  the  results  for  simple 
regressions  because  it  is  unlikely  that  the  simple  regression  results 
change  v/hen  multiple  regressions  are  run.    The  statistical  significance 
of  the  intercept  term  only  indicates  that  the  regression  line  does  not 
go  through  the  origin.    In  our  context,  it  basically  indicates  that  the 
average  excess  return  (after  adjusting  for  the  effect  of  one  variable) 
is  significantly  different  from  zero. 

The  important  statistics  for  our  purpose  in  these  tables  are  the 
slope  coefficients.    When  the  firms  are  combined  (Table  25),  neither  of 
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the  two  variables,  i.e.,  DEi-DE2  and  DE1-DE3,  are  significant. 
This  result,  however,  needs  to  be  examined  separately  for  the  poorly 
performing  firms  and  healthy  firms  for  testing  hypothesis  11.  The 
third  variable  (variance)  was  included  because  of  the  suggestion  in 
Jain  (1982).    He  argues  that  in  a  cross-sectional  regression  of  this 
type,  the  coefficients  of  the  included  variable  may  be  biased  if  the 
included  variable  is  correlated  with  the  variance.    To  alleviate  this 
problem,  the  variance  should  be  included  as  an  explanatory  variable. 
Consistent  with  his  results,  this  variable  is  significant.  This 
suggests  that  in  running  the  cross-sectional  regressions,  variance  of 
excess  returns  should  be  included  in  the  estimated  regressions.  For 
the  poorly  performing  firms  (Table  32),  the  variable  DEi-DE2  is 
statistically  significant  (and  of  predicted  sign)  at  the  1%  level  of 
significance.    This  result  is  consistent  with  hypothesis  11,  suggesting 
that  the  effect  of  proceeds  from  sell -of fs  on  the  debt-equity  ratio  is 
associated  with  the  stock  price  response.    The  second  variable,  and 
also  variance,  is  not  significant.    Also,  for  the  healthy  firms  (Table 
33),  none  of  the  variables  is  significant,  which  is  also  consistent 
with  the  hypothesis. 

In  Table  34,  the  results  are  presented  for  the  multiple 
regressions,  i.e.,  when  all  the  three  variables  are  included  together 
as  independent  variables.    The  results  corroborate  those  of  the  simple 
regressions.    Certain  diagnostic  checks  were  also  performed.    In  Table 
35,  simple  correlations  among  the  three  independent  variables  are 
presented.    These  do  not  appear  to  be  excessive.    In  any  case. 
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muticollinearnUy  does  not  seem  to  be  an  important  factor  since  the 
results  did  not  change  betv/een  simple  regressions  and  multiple 
regressions.    To  reduce  the  possibility  of  heteroscedastic  errors,  the 
excess  returns  were  divided  by  their  corresponding  standard  errors,  and 
the  results  were  the  same.    Also,  deletion  of  two  extreme  positive  and 
two  extreme  negative  excess  returns  from  the  sample  did  not  change  the 
results. 

All  the  regressions  were  run  with  three  different  definitions  of 
debt-equity  ratio  as  defined  in  Table  18.    Since  the  results  are 
qualitatively  the  same,  they  are  not  presented  for  the  other  two 
definitions  (ratios  #2  and  #3).    In  measuring  DE3,  the  results 
presented  use  the  debt-equity  ratio  of  the  sell -off  firms  for  the  year 
after  the  last  sell -off  related  announcement.    Two  other  definitions 
were  also  used  for  DE3:    (i)  four  digit  industry  average  of 
debt-equity  ratio,  and  (ii)  two  digit  industry  average  of  debt-equity 
ratio.    These  ratios  are  the  same  as  those  used  in  ratio  analysis 
(hypothesis  7).    As  noted  above,  this  variable  (i.e.,  DE1-DE3)  does 
not  contribute  significantly  in  the  cross-sectional  regressions  and  the 
two  additional  definitions  did  not  change  the  earlier  findings. 
Additionally,  the  replacement  of  the  debt-equity  measure  with  the  PDEF 
variable  (probability  of  default  measure  explained  in  the  discussion  of 
hypothesis  2)    also  did  not  change  results.    Mote  that  when  DE-1-DE2 
is  replaced  by  the  corresponding  PDEFi-PDEF2,  there  is  essentially 
a  scale  transfer  because  the  only  variable  that  changed  PDEFi  to 
PDEF2  is  the  debt-equity  ratio.    All  the  other  variables  that  are 
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used  in  calculating  PDEFi  and  PDEF2  remain  the  same.  The 
replacement  of  DE3  by  PDEF3,  however,  is  not  a  simple  scale 
transformation.    A  correlation  between  debt-equity  ratio  and  PDEF 
indicates  (Table  35)  that  the  two  are  highly  correlated.    It  is 
therefore  not  surprising  that  the  results  are  not  changed  when  PDEF  is 
used  instead  of  debt-equity  ratio. 

The  extended  analysis  suggests  that  the  basic  findings  are  robust 
for  many  different  definitions  of  the  variables  used  in  the  analysis. 
In  sum,  the  results  are  partially  supportive  of  hypothesis  11  in  the 
sense  that  one  of  the  two  hypothesized  explanatory  variables  is 
statistically  significant  (and  positively  correlated  with  excess 
returns)  in  explaining  the  cross-sectional  variation  in  the  excess 
returns  earned  by  the  poorly  performing  firms  around  sell -off 
announcements. 


Notes 


1.     The  cross-sectional  examination  follows  the  following  approach. 
For  a  binomial  distribution,  the  expected  number  of  positive 
excess  returns  are  np  where  n  is  the  sample  size  and  p  is  the 
probability  of  observing  a  positive  excess  return.    The  value  of 
p,  estimated  from  all  the  excess  returns  for  the  first  200  firms 
on  the  tape  is  0.47.    Brown,  Kleidon,  and  Marsh  (1983)  also  report 
similar  results  for  all  firms  on  the  tape  for  the  period  1975  to 
1978.    The  variance  for  the  observed  number  of  positive  excess 
returns  is  np(l-p).    From  this,  a  z-statistic  can  be  calculated  as 
(actual  positive  excess  returns-expected  number )/standard 
deviation.    For  larger  numbers  (larger  than  30  or  so),  Snedecor 
and  Cochran  (1979)  suggest  that  the  Normal  approximation  of  the 
binomial  distribution  can  be  used.    The  z-statistic  is,  therefore, 
a  standard  Normal  variate. 
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As  explained  in  Chapter  IV,  for  each  sell -off  related 
announcement,  two  additional  dates  (pre-date  and  post-date)  are 
also  used  to  control  for  the  effects  of  confounding  events.  All 
the  results  relating  to  excess  returns  are  examined  after  deleting 
the  announcements  where  pre-dates  and  post-dates  occur  within  5 
days  of  the  sell -off  related  announcements.    None  of  the  ensuing 
conclusion  is  affected,  although  some  of  the  statistics  are 
different  in  magnitude. 

Asquith,  Bruner,  and  Mull  ins  (1983)  argue  that  the  studies 
examining  the  returns  to  bidders  do  not  control  for  many  important 
factors  such  as  the  time  period  in  which  the  bid  occurs,  the 
target  size,  and  the  success  of  the  merger  bid.    In  their  study 
they  find  that  the  control  of  these  factors  result  in  significant 
excess  returns  to  bidders  as  well. 

This  result  is  also  in  contrast  with  the  results  reported  in 
Mandelker  (1974),  Langetieg  (1978),  and  Asquith  (1983)  where  the 
bidders  (buyers)  are  reported  to  earn  positive  returns  in  the 
pre-event  period. 
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Table  2 

Sellers:    First  Announcement  Dates 

Panel  A.    Average  Excess  Returns 
(AER),  t-stati sties  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day        Events         AER  t-stat 


-120 

1068 

0.0006 

0.76 

-100 

1065 

-0.0009 

-1 .21 

-80 

1068 

0.0007 

0.97 

-60 

1069 

-0.0005 

-0.69 

-40 

1067 

-0.0004 

-0.53 

-20 

1068 

-0.0024 

-3.20** 

-10 

1068 

0.0003 

0.37 

-9 

1068 

0.0002 

0.27 

-8 

1068 

-0.0014 

-1 .92 

-7 

1068 

-0.0024 

-3.21** 

-6 

1067 

-0.0007 

-0.88 

-5 

1068 

0.0001 

0.09 

-4 

1068 

0.0006 

0.80 

-3 

1067 

0.0000 

0.05 

-2 

1064 

0.0016 

2.15* 

-1 

1062 

0.0044 

5. 05** 

0 

1063 

0.0009 

1.27 

1 

1067 

-0.0003 

-0.41 

2 

1067 

-0.0004 

-0.52 

3 

1067 

-0.0011 

-1.50 

4 

1069 

0.0007 

0.96 

5 

1059 

-0.0006 

-0.83 

6 

1067 

0.0007 

0.92 

7 

1054 

0.0006 

0.84 

8 

1064 

0.0003 

0.40 

9 

1055 

0.0010 

1.37 

10 

1064 

-0.0013 

-1.73 

20 

10S6 

-0.0023 

-3.15** 

40 

1062 

-0.0006 

-0.76 

60 

1056 

-0.0013 

-1.73 

80 

1053 

0.0012 

1 .68 

100 

1049 

0.0006 

0.77 

120 

1043 

-0.0009 

-1.25 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

-0.013 

-2.23* 

-120  TO 

-11 

-0.035 

-4.54** 

-60  TO 

-11 

-0.022 

-4.29** 

-10  TO 

-6 

-0.004 

-2.40* 

-5  TO 

-1 

0.007 

4.04** 

1  TO 

5 

-0.002 

-1.03 

6  TO 

10 

0.001 

0.40 

11  TO 

60 

-0.006 

-1.13 

61  TO 

120 

-0.002 

-0.28 

11  TO 

120 

-0.007 

-0.97 

*  :  significant  at  b%  level  of  si g n i f i c a n c e . 
**  :  significant  at  YL  level  of  significance. 
Day  0  :  Date  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Table  3 

Sellers:    First  Announcement  Dates 
Cross-sectional  Distribution  of  Excess  Returns 
for  Selected  Days  and  Periods 


A. 

Decile 

Day  -2 

Day  -1 

Days  -2  to  -1 

0.0  (Minimum) 

-0.1723 

-0.2752 

-0.2647 

0.1 

-0.0236 

-0.0253 

-0.0316 

0.2 

-0.0143 

-0.0153 

-0.0206 

0.3 

-0.0084 

-0.0094 

-0.0121 

0.4 

-0.0045 

-0.0040 

-0.0049 

0.5 

-0.0007 

0.0006 

0.0008 

0.6 

0.0036 

0.0041 

0.0071 

0.7 

0  0083 

n  noQ? 

u .  \jyjy  1 

0.8 

0.0155 

0.0183 

0.0240 

0.9 

0.0289 

0.0355 

0.0471 

1.0  (Maximum) 

0.3032 

0.3388 

0.3995 

B. 

No.  of  observations 

1064 

1062 

1064 

C. 

Mean  excess  return 

0.0016 

0.0044 

0.0060 

D. 

7o  of  positive  excess 

returns 

48.97 

51 .69 

51.60 

E. 

z-statistic  for  D 

1 .29 

3.07** 

3.00** 

*  :  Significant  at  5%  level  of  significance. 

*  :  Significant  at  1%  level  of  significance. 
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Table  4 

Sellers:    Pre-Event  Period 

Panel  A.    Average  Excess  Returns 
(AER),  t-stati sties  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day        Events         AER  t-stat 


-360 

312 

-0.0025 

-1.55 

-340 

311 

-0.0007 

-0.49 

-320 

311 

0.0017 

1.07 

-300 

309 

0.0004 

0.26 

-280 

310 

0.0009 

0.56 

-260 

310 

-0.0000 

-0.05 

-240 

312 

-0.0016 

-1 .04 

-220 

311 

0.0002 

0.13 

-200 

310 

-0.0005 

-0.36 

-180 

312 

-0.0008 

-0.51 

-160 

312 

-0.0009 

-0.58 

-140 

312 

0.0006 

0.41 

-120 

311 

0.0007 

0.45 

-100 

309 

-0.0014 

0.88 

-80 

309 

-0.0003 

-0.24 

-60 

310 

-0.0020 

-1.28 

-40 

310 

0.0027 

1.69 

-20 

310 

-0.0032 

-2.02* 

-10 

311 

0.0024 

1.51 

_Q 

311 

-0.0003 

-0.22 

-8 

311 

-0.0031 

-1.95 

-7 

311 

-0.0048 

-3.03** 

-6 

311 

-0.0016 

-1 .03 

-5 

312 

-0.0021 

-1.33 

-4 

312 

0.0008 

0.55 

-3 

312 

0.0009 

0.57 

-2 

311 

0.0040 

2.51* 

-1 

311 

0.0056 

3.53* 

0 

311 

-0.0005 

-0.31 

1 

312 

0.0002 

0.17 

2 

311 

-0.0026 

-1.64 

3 

311 

0.0017 

1.08 

4 

312 

0.0039 

2.41* 

5 

312 

-0.0012 

-0.80 

6 

312 

0.0004 

0.30 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-360 

TO 

-241 

-0.03 

-1.73 

-360 

TO 

-121 

-0.07 

-2.87** 

-360 

TO 

-61 

-0.08 

-2.81** 

-360 

TO 

-11 

-0.11 

-3.59** 

-240 

TO 

-121 

-0.04 

-2.34* 

-240 

TO 

-61 

-0.05 

-2.22* 

-240 

TO 

-11 

-0.08 

-3.17** 

-120 

TO 

-61 

-0.01 

-0.54 

-120 

TO 

-11 

-0.04 

-2.15* 

-60 

TO 

-11 

-0.03 

-2.60** 

-10 

TO 

-6 

-0.01 

-2.10* 

-5 

TO 

-1 

0.01 

2.60** 

1 

TO 

5 

0.00 

0.54 

5 

TO 

10 

0.00 

0.35 

11 

TO 

60 

-0.01 

-0.84 

61 

TO 

120 

-0.00 

-0.25 

11 

TO 

120 

-0.01 

-0.75 
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Table  4  Continued 

Panel  A.    Average  Excess  Returns 
(AER),  t-stati sties  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  Of 

Day 

Events 

AER 

t-stat 

7 

312 

-0.0000 

-0.04 

8 

311 

-0.0000 

-0.06 

9 

311 

0.0037 

2.33* 

10 

311 

-0.0014 

-0.87 

20 

312 

-0.0008 

-0.19 

40 

312 

0.0020 

1.28 

60 

311 

-0.0022 

-1.41 

80 

310 

0.0021 

1.30 

100 

312 

0.0006 

0.39 

120 

309 

-0.0017 

-1.10 

*  :  significant  at  5%  level  of  s i g n i f i c a n c e . 
**  :  significant  at  1%  level  of  significance. 
Day  0  :  Date  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Table  5 

Sellers:    Second  Announcement  Dates 

Panel  A.    Average  Excess  Returns 
(AER),  t-stat1stics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day        Events         AER  t-stat 


1  on 
- 1  cu 

-U.UU 1 1 

-1.14 

- 1 UU 

/I  QO 

O.UOl 0 

1  .03 

on 
-ov 

/I  00 

-U  .  UL)  1  0 

-1  .30 

-oU 

AQO 

-U.UUI J 

-1 .33 

n  o/i 

U . UU 1 o 

T  O/I 

1 .84 

on 

4yo 

-0.0012 

-1.18 

- 1  U 

^  ri  "7 

497 

0.001 1 

1 .12 

-9 

497 

0.0013 

1 .32 

o 
-o 

496 

0.0023 

2.25* 

-7 

496 

-0.0007 

-0.67 

-6 

494 

0.0021 

2.13* 

-b 

495 

0.0006 

0.58 

-4 

495 

-0.0003 

-0.31 

-3 

494 

0.0030 

2.96** 

-2 

491 

0.0009 

0.91 

-1 

485 

0.0048 

4.79** 

0 

488 

-0.0012 

-1.16 

1 

492 

-0.0016 

-1.60 

2 

495 

0.0016 

1.58 

3 

496 

-0.0003 

-0.33 

4 

495 

0.0006 

0.58 

5 

496 

0.0015 

1.54 

6 

496 

-0.0008 

-0.76 

7 

496 

0.0008 

0.79 

8 

496 

0.0003 

0.25 

9 

496 

0.0014 

1.38 

10 

496 

-0.0005 

-0.52 

20 

496 

-0.0016 

-1 .60 

40 

494 

0.0011 

1 .07 

60 

495 

0.0008 

0.82 

80 

491 

0.0009 

0.89 

100 

490 

-0.0006 

-0.60 

120 

490 

-0.0006 

-0.61 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

-0.009 

-1.11 

-120  TO 

-11 

-0.001 

-0.07 

-60  TO 

-11 

0.008 

1.12 

-10  TO 

-6 

0.006 

2.75** 

-5  TO 

-1 

0.009 

3.99** 

1  TO 

5 

0.002 

0.79 

6  TO 

10 

0.003 

1 .09 

11  TO 

60 

-0.012 

-1 .69 

61  TO 

120 

0.005 

0.69 

11  TO 

120 

0.007 

-0.63 

*  :  significant  at  5%  level  of  significance. 
**  :  significant  at  M  level  of  significance. 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Table  6 

Sellers,  All  Sell -off  Related  Dates 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 


Day 

Firms 

AER 

t-stat 

-120 

313 

0.0001 

0.03 

-100 

312 

-0.0011 

-0.34 

-80 

313 

-0.0010 

-0.32 

-60 

312 

-0.0045 

-1.41 

-40 

313 

0.0020 

0.64 

Panel  B. 

Time  Series  t-stats 

for 

-20 

313 

-0.0099 

-3.14** 

various 

Interval s. 

-10 

313 

0.0028 

0.88 

-9 

313 

0.0027 

0.84 

-8 

313 

-0.0013 

-0.42 

Interval 

(Days) 

CAER 

t-stat 

-7 

313 

-0.0102 

-3.21** 

-6 

313 

0.0015 

0.49 

-5 

313 

-0.0003 

-0.10 

-120  TO 

-61 

-0.061 

-2.49* 

-4 

313 

0.0010 

0.31 

-120  TO 

-11 

-0.133 

-3.99** 

-3 

313 

0.0059 

1 .87 

-60  TO 

-11 

-0.071 

-3.19** 

-2 

313 

0.0076 

2.40* 

-10  TO 

-6 

-0.005 

-0.64 

-1 

312 

0.0201 

6.33** 

-5  TO 

-1 

0.034 

4.84** 

0 

312 

-0.0001 

-0.04 

1  TO 

5 

-0.005 

-0.67 

1 

313 

-0.0042 

-1.32 

6  TO 

10 

0.009 

1.17 

2 

313 

-0.0012 

0.36 

11  TO 

60 

-0.045 

-2.00* 

3 

313 

-0.0052 

-1.64 

61  TO 

120 

-0.003 

-0.13 

4 

313 

0.0021 

0.66 

11  TO 

120 

-0.048 

-1.44 

5 

313 

0.0014 

0.45 

6 

313 

0.0004 

0.14 

7 

313 

0.0048 

1.53 

8 

313 

0.0008 

0.26 

9 

313 

0.0060 

1.88 

10 

313 

-0.0044 

-1.38 

20 

314 

-0.0101 

-3.17** 

40 

315 

-0.0001 

-0.03 

60 

31A 

-0.0019 

-0.61 

80 

314 

0.0059 

1.85 

100 

314 

-0.0003 

-0.10 

120 

311 

-0.0048 

-1.53 

*  :  significant  at  the  b%  level  of  significance. 
**  :  significant  at  the  1%  level  of  sionificance. 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 


Table  7 


Sellers:    All  Sell -off  Related  Dates 
Cross-sectional  Distribution  of  Excess  Returns 
for  Selected  Days  and  Periods 


Decile 

Day  -2 

Day  -1 

Days  -2  to  -1 

0.0  (Minimum) 

-0.3239 

-0.3573 

-0.5971 

0.1 

-0.0546 

-0.0459 

-0  0600 

0.2 

-0.0297 

-0.0235 

-0.0343 

0.3 

-0.0133 

-0.0137 

-0.0190 

0.4 

-0.0066 

-0.0045 

-0  0036 

0.5 

0.0021 

-0.0020 

0.0073 

n  a 

U .  0 

0.0095 

0.0131 

0.0181 

0.7 

0.0208 

0.0248 

0.0338 

0.8 

0.0419 

0.0502 

0.0786 

0.9 

0.0979 

0.1188 

0.1674 

1.0  (Maximum) 

0.3113 

0.6941 

0.8059 

No.  of  observations 

312 

311 

312 

Mean  excess  return 

0.0076 

0.0200 

0.0276 

%  of  positive  excess 

returns 

53.21 

54.49 

55.13 

z-statistic  for  D 

2.20* 

2.65** 

2.88** 

Significant  at  5%  level  of  significance. 
Significant  at  1%  level  of  significance. 
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Table  8 

Cumulative  Average  Excess  Return  (CAER)  for  the  Sell-off  Firms 
in  Periods  Prior  to  Sell -off 


Day  -360  to        Day  -260  to 
Day  -11  Day  -11 


a.  Mean  CAER  -0.1083  -0,0794 

b.  Standard  deviation  0.4226  0.3330 

c.  Deciles  of  CAER 

0.0  (Minimum)  -1.1819  -1.0365 

0.1  -0.5936  -0.4693 

0.2  -0.4230  -0.3272 

0.3  -0.3262  -0.2297 

0.4  -0.2191  -0.1555 

0.5  -0.1256  -0.0874 

0.6  -0.0424  -0.0216 

0.7  0.0462  0.0373 

0.8  0.2023  0.1359 

0.9  0.3603  0.3352 

1.0  (Maximum)  1.8531  1.0986 

d.  No.  of  positives  109  118 

e.  No.  of  negatives  205  196 

f.  The  cut-off  points  for 
labeling  the  firms  as 

(i)  poorly  performing  firms  -0.05  -0.04 

(ii)  not  poorly  performing  firms    +0.05  +0.04 

g.  Correlation  betv/een  the  two  variables: 

(i)  simple  correlation  :    0.89  (significance  level 
less  than  0.01 ) 
(ii)  Spearman-Rank  correlation  :  0.86  (sionificance  level- 
less  than  0.01  ) 
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Table  9 

Probability  of  Default  (PDEF)  Measure  using  Ohlson's 
Model  for  the  Sell -off  Firms  in  the  Year  Prior  to  Sell -off. 

No.  of  Firms:  240 


Deciles  PDEF 


0.0  (Minimum)  -1.7966 

0.1  0.1896 

0.2  0.6917 

0.3  0.9948 

0.4  1.1904 

0.5  1.5294 

0.6  1.8058 

0.7  2.1684 

0.8  2.5154 

0.9  3.0849 

1.0  (Maximum)  6.0950 

Mean  PDEF  1.60 

Standard  deviation  of 

PDEF  1.16 

No.  of  positive  PDEF  225 

No.  of  negative  PDEF  15 

Correlations  between  PDEF 
and  CAER.360,  -11 

i)  Simple  correlation  0.0074 
ii)  Spearman-Rank 

correlation  0.0118 

Correlations  between  PDEF 
and  CAER_260,  -11 

i)  Simple  correlation  0.0549 
ii)  Spearman-Rank 

correlation  0.0719 
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Table  10 

Sellers:    Poorly  Performing  Firms 

Panel  A.    Average  Excess  Returns 
(AER),  t-stati sties  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day 

Firms 

AER 

t-stat 

-120 

183 

-0.0020 

-0.50 

-100 

183 

-0.0044 

-1.10 

-80 

183 

0.0034 

0.85 

-60 

183 

0.0003 

0.08 

-40 

183 

-0.0013 

-0.33 

-20 

183 

-0.0095 

-2.38* 

-10 

183 

-0.0007 

-0.18 

-9 

183 

0.0073 

1.83 

-8 

183 

-0.0038 

-0.95 

-7 

183 

-0.0103 

-2.57* 

-6 

183 

0.0019 

0A7 

-5 

183 

-0.0024 

-0.50 

-4 

183 

0.0023 

0.57 

-3 

183 

0.0078 

1.94 

-2 

183 

0.0079 

1.96* 

-1 

183 

0.0190 

4.74** 

0 

183 

-0.0040 

-1.01 

1 

183 

-0.0066 

-1.54 

2 

183 

0.0069 

1.71 

3 

183 

-0.0062 

-1.56 

4 

183 

0.0019 

0.48 

5 

183 

0.0001 

0.02 

6 

183 

0.0030 

0.75 

7 

183 

0.0043 

1.08 

8 

183 

0.0060 

1.51 

9 

183 

0.0028 

0.70 

10 

183 

0.0028 

0.71 

20 

183 

-0.0163 

-4.06** 

40 

183 

-0.0009 

-0.22 

60 

183 

-0.0021 

-0.52 

80 

183 

0.0060 

1.49 

100 

183 

-0.0007 

-0.16 

120 

183 

-0.0087 

-2.17* 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120 

TO 

-61 

-O.MO 

-4.51** 

-120 

TO 

-11 

-0.273 

-6.51** 

-60 

TO 

-11 

-0.133 

-4.71** 

-10 

TO 

-6 

-0.006 

-0.62 

-5 

TO 

-1 

0.034 

3.85** 

1 

TO 

5 

-0.004 

-0.44 

6 

TO 

10 

0.013 

1.49 

11 

TO 

60 

-0.070 

-2.47* 

61 

TO 

120 

-0.022 

-0.72 

11 

TO 

120 

-0.092 

-2.20* 

*  :  significant  at  the  5%  level  of  significance. 
**  :  significant  at  the  1%  level  of  sianificance. 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal 
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Table  11 

Distribution  of  the  Variable  Gain  or  Loss  on 
Discontinued  Operations  for  the  Sell -off  Firms. 

No.  of  Firms:  254 


Gain  or  Loss 
Deciles  ($million) 


0.0  (Minimum) 

-532.5 

0.1 

-  30.2 

0.2 

-  7.5 

0.3 

-  0.9 

0.4 

0.0 

0.5 

0.0 

0.6 

0.0 

0.7 

0.0 

0.8 

0.0 

0.9 

3.5 

1.0  (Maximum) 

413.1 

Mean 

-  7.4 

Standard  deviation 

52.1 

Number  of  negatives 

91 

Number  of  positives 

45 

Number  of  zeros 

118 
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Table  12 

Sellers:    for  Poorly  Performing  Firms,  the  Difference  between  Firms  Selling 
Profitable  Segments  and  Unprofitable  Segments 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


Mo.  of 


Day 

Firms# 

AER 

t-stat 

-120 

0.0126 

0.90 

-100 

-0.0090 

-0.64 

-80 

-0.0052 

-0.37 

-60 

-0.0100 

-0.71 

-40 

0.0001 

0.01 

-20 

-0.0112 

-0.80 

-10 

-0.0169 

-1 .20 

-9 

0.0100 

0.71 

-8 

-0.0034 

-0.24 

-7 

-0.0141 

-1.00 

-6 

-0.0069 

-0.49 

-5 

0.0175 

1.24 

-4 

0.0071 

0.50 

-3 

0.0120 

0.85 

-2 

0.0167 

1.19 

-1 

-0.0186 

-1.32 

0 

0.0014 

0.10 

1 

0.0050 

0.36 

2 

0.0039 

0.27 

3 

-0.0243 

-1 .73 

4 

-0.0107 

-0.76 

5 

0.0006 

0.04 

6 

0.0030 

0.21 

7 

0.0061 

0.44 

8 

0.0060 

0.43 

9 

0.0119 

0.85 

10 

-0.0197 

-1  .40 

20 

-0.0325 

-2.32* 

40 

-0.0160 

-1.14 

60 

0.0094 

0.67 

80 

0.0111 

0.79 

100 

0.0164 

1.17 

120 

-0.0181 

-1.28 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

-0.064 

-0.59 

-120  TO 

-11 

-0.627 

-4.26** 

-60  TO 

-11 

-0.563 

-5.67** 

-10  TO 

-6 

-0.031 

-0.99 

-5  TO 

-1 

0.035 

1.10 

1  TO 

5 

-0.026 

-0.81 

6  TO 

10 

0.007 

0.24 

11  TO 

60 

-0.136 

-1.37 

61  TO 

120 

-0.106 

-0.98 

11  TO 

120 

-0.242 

-1.64 

#  :  No.  of  firms  selling  profitable  segments:  21 

No.  of  firms  selling  unprofitable  segments:  49 

*  :  significant  at  the  5%  level  of  significance. 
**  :  significant  at  the  1%  level  of  significance. 

Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Table  13 

Sellers:    Healthy  Firms 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


NO.  Or 

uay 

Fi  rms 

Am 
AtK 

J.      _  ^  _  X 

t-stat 

- 1  cU 

U.UU^b 

0.36 

- 1  uu 

OA 

U.UUbU 

0.86 

Qn 
-oU 

Q/l 

A     AA^  "5 

-0.0063 

A      A  A 

-0.90 

-oU 

-0.0071 

1      A  A 

-1 .02 

y4 

A     AA  O  A 

0.0039 

0.56 

y4 

A     AAA  C 

-0.0085 

T      A  A 

-1 .22 

- 1  U 

94 

A     A  1  T 

0.01 1 3 

1 .63 

-9 

94 

A     AAA  ~T 

0.0007 

0.11 

o 
-o 

94 

0.0025 

0.35 

-7 

94 

-0.0139 

-2.01* 

-b 

94 

-0.0014 

-0.21 

-5 

A  A 

94 

-0.0004 

-0.05 

-4 

94 

A     A  A  A 

-0.0039 

-0.56 

A  >l 

94 

0.0022 

0.31 

A  A 

94 

-0.0037 

-0.54 

-  1 

94 

0.0190 

2.73** 

0 

94 

0.0121 

1.74 

1 

94 

-0.0006 

-0.09 

2 

94 

-0.0093 

-1.34 

3 

94 

-0.0052 

-0.75 

4 

94 

0.0035 

0.50 

5 

94 

0.0059 

0.85 

6 

94 

-0.0047 

-0.68 

7 

94 

0.0072 

1.04 

8 

94 

-0.0043 

-0.63 

9 

94 

0.0136 

1.96* 

10 

94 

-0.0082 

-1.18 

20 

94 

0.0002 

0.03 

40 

94 

0.0007 

0.10 

60 

94 

-0.0060 

-0.87 

80 

94 

0.0074 

1.06 

100 

94 

0.0024 

0.34 

120 

94 

0.0011 

0.16 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval  (Days)        CAER  t-stat 


-120 

TO 

-61 

0.036 

0.67 

-120 

TO 

-11 

0.052 

0.72 

-60 

TO 

-11 

0.016 

0.33 

-10 

TO 

-6 

-0.001 

-0.05 

-5 

TO 

-1 

0.013 

0.85 

1 

TO 

5 

-0.006 

-0.37 

6 

TO 

10 

0.004 

0.23 

11 

TO 

60 

-0.018 

-0.37 

61 

TO 

120 

0.022 

0.40 

11 

TO 

120 

0.004 

0.05 

*  :  significant  at  the  b%  level  of  significance. 
**  :  significant  at  the  ^%  level  of  significance. 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Table  14 

Sellers:    for  Healthy  Firms,  the  Difference  between  Firms 
Selling  Profitable  Segments  and  Unprofitable  Segments 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
I  terns . 


No.  of 

Day        Firms#         AER  t-stat 


-120 
-100 
-80 
-60 
-40 
-20 
-10 
-9 
-8 
-7 
-6 
-5 
-4 
-3 
-2 
-1 

 D~ 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
20 
40 
60 
80 
100 
120 


* 

** 

Day  0 


0.0121 
0.0343 
-0.0111 
0.0213 
-0.0003 
0.0099 
0.0541 
0.0138 
0.0008 
-0.0284 
0.0043 
0.0306 
0.0358 
-0.0102 
-0.0846 
0.0304 
U.0I88 
0.0052 
-0.0345 
0.0654 
-0.0767 
0.0179 
-0.0484 
0.0033 
-0.0034 
0.0127 
-0.0098 
-0.0357 
0.0318 
0.0251 
0.0150 
0.0134 
-0.0036 


0.44 

1 .24 
-0.40 

0.77 
-0.01 

0.36 

1.96* 

0.50 

0.03 
-1.02 

0.15 

1.11 

1 .29 
-0.37 
-3.06** 

1.10 


U.b8 

0.19 
-1 .25 

2.36** 
-2.77** 

0.65 
-1.75 

0.12 
-0.12 


0. 
-0, 
-1. 

1. 


46 
35 
29 
15 


0.91 
0.54 
0.48 
-0.13 


Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

0.381 

1.78 

-120  TO 

-11 

0.057 

0.20 

-60  TO 

-11 

-0.324 

-1.65 

-10  TO 

-6 

0.045 

0.72 

-5  TO 

-1 

0.002 

0.03 

1  TO 

5 

-0.023 

-0.37 

6  TO 

10 

-0.046 

-0.74 

11  TO 

60 

0.063 

0.32 

61  TO 

120 

0.028 

0.13 

11  TO 

120 

0.091 

0.31 

No.  of  firms  selling  profitable  segments:  11 

No.  of  firms  selling  unprofitable  segments:  17 

significant  at  the  5%  level  of  significance. 

significant  at  the  1%  level  of  significance' 

Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal 
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Sellers:  Difference 
and 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


Table  15 

between  Poorly  Performing  Firms 
Healthy  Firms 


No.  of 

Day        Firms#         AER  t-stat 


1  on 

-1  20 

-0.0045 

-0.54 

-100 

-0.0104 

-1 .24 

-80 

0.0096 

1.15 

-60 

0.0074 

0.88 

-40 

-0.0052 

-0.62 

-20 

-0.0011 

-0.13 

-10 

-0.0120 

-1 .44 

-9 

0.0066 

0.79 

-8 

-0.0063 

-0.75 

-7 

0.0036 

0.44 

-6 

0.0033 

0.40 

-5 

-0.0020 

-0.24 

-4 

0.0061 

0.73 

-3 

0.0056 

0.67 

-2 

0.0116 

1.39 

-1 

0.0000 

0.00 

0 

-0.0161 

-1.93 

1 

-0.0060 

-0.71 

2 

0.0162 

1.93 

3 

-0.0010 

-0.12 

4 

-0.0016 

-0.19 

5 

-0.0058 

-0.69 

6 

0.0077 

0.92 

7 

-0.0029 

-0.35 

8 

0.0104 

1.24 

9 

-0.0108 

-1.29 

10 

0.0053 

0.64 

20 

-0.0165 

-1.97* 

40 

-0.0016 

-0.19 

60 

0.0040 

0.47 

80 

-0.0014 

-0.17 

100 

-0.0030 

-0.36 

120 

-0.0098 

-1.17 

* 

Day  0 


Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-1 20  TO 

-61 

-0.176 

-2.72** 

-120  TO 

-11 

-0.326 

-3.71** 

-60  TO 

-11 

-0.150 

-2.53* 

-10  TO 

-6 

-0.005 

-0.25 

-5  TO 

-1 

0.021 

1.14 

1  TO 

5 

0.002 

0.10 

6  TO 

10 

0.010 

0.52 

11  TO 

60 

-0.052 

-0.88 

61  TO 

120 

-0.044 

-0.68 

11  TO 

120 

-0.096 

-1.09 

No.  of  firms  in  poorly  performing  group:  183 

No.  of  firms  in  not  poorly  performing  aroup:  94 

significant  at  the  5%  level  of  significance. 

significant  at  the  1%  level  of  significance. 

Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Table  16 

Simple  Regressions  with  Excess  Returns  as  the  Dependent  Variable 
and  Different  Independent  Variables 


F -statistic  Spearman- 
Independent  Slope  Simple  (significance  Rank 

Variables       (t-statistic)     Correlation  level)  Correlation 


A.  Dependent  Variable  ER-j  for  day  -2: 
PDEF  -0.0051  -0.08 


PROFM 
PROFB 


-0.0051 
(-0.18) 

-0.0015 
(-0.14) 

0.0036 
(  0.30) 


CAER.360,  -11  -0.0013 
(-0.11) 


-0.01 
0.02 
-0.01 


B.  Dependent  Variable  ERi  for  day  -1 
PDEF  0.0073  0.11 


PROFM 
PROFB 


0.0073 
(  1.69) 

-0.0160 
(-1.45) 

-0.041* 
(-3.37) 


CAER_360,  -11  -0.0176 
(-1.59) 


-0.10 
-0.21 
-0.10 


C.  Dependent  Variable  ERj  for  day  -2  to  day  -1 : 
PDEF  0,0023  0.02 


PROFM 
PROFB 


0,0023 
(  0.35) 

-0.0175 
(-1.07) 

-0.0370* 
(-2,03) 


-0.07 
-0.13 


1.40 

(0.24) 

0.02 
(0.89) 

0.09 
(0.77 

0.13 
(0.91) 


2,87 
(0,09) 

2.12 
(0.15) 

11.38* 
(0,01 ) 

2,53 
(0,11) 


0.12 
(0.72) 

1.14 

(0.28) 

4.14* 
(0.04) 


-0.01 
-0.06 
-0.05 
-0.03 


0.11 
-0.04 
-0.05 
-0.06 


0.05 
-0.08 
-0.08 
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Table  16  Continued 


Independent 
Variables 

Slope 
(t-statistic) 

Simple 
Correl ation 

F-stati  §ti  c 
(significance 
level ) 

Rank 
Correlation 

CAER.360.  -11 

-0.0258 
(-1.49) 

-0.10 

2.21 
(0.13) 

-0.06 

D.    Dependent  Variable  ER-j 

for  day  -5  to  day 

-1 : 

PDEF 

0.0115 
(  1.31) 

0.08 

1.72 
(0.19) 

0.04 

PROFM 

-0.0314 
(-1.46) 

_n  no 

c.  1  1 

(0.14) 

n  no 
-U.Uo 

PROFB 

-0.0374 
(-1.52) 

-0.10 

2.31 
(0.13) 

-0.04 

CAER.360,  -n 

-0.0075 
(-0.32) 

-0.01 

0.10 
(0.75) 

-0.00 

*  :  Significant  at  less  than  5%  level  of  significance. 
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Table  17 


Regressions  v/ith  Excess  Returns  as  the  Dependent  Variable 
and  Two  Independent  Variables 


Independent 

Slope  Coefficients  for  Different  Regressions 
(t-stati sties  in  parentheses) 

Variables 

(1 ) 

(2) 

(3) 

(4) 

A     Deoendent  Variable  FR 

1 s  ror  aay 

-6.  to  day  -1 : 

Intercept 

0.0172 
(  1.32) 

0.0197 
(  1.52) 

0.0147 
(  1.89) 

0.0155 
(  2.03) 

PDEF 

CAER_360,  -11 

0.0011 
(  0.17) 

-0.0009 
(-0.13) 

-0.0268 
(-1 .56) 

-0.0262 
(-1 .52) 

PROFM 

-0.0170 

-0.0195 
(-1 .21 ) 

PROFB 

-0.0376* 
/  0  nn  \ 

-0.0368* 
(-2.04) 

r2 

0.0050 

0.0176 

0.0156 

0.0259 

F-statistic 
(significance  level ) 

0.58 
(0.55) 

13.98* 
(0.00) 

1.90 
(0.15) 

3.21* 
(0.04) 

B.    Dependent  Variable  ER 

is  for  day 

-5  to  day  -1 : 

Intercept 

0.0081 
(  0.46) 

0.0105 
(  0.59) 

0.0010 
(  0.20) 

0.0029 
(  0.55) 

PDEF 

0.0097 
(  1.08) 

0.0089 
(  0.98) 

CAER.360,  -11 

-0.0058 
(-0.51) 

-0.0053 
(-0.45) 

PROFM 

-0.0274 
(-1.25) 

-0.0014 
(-0.13) 

PROFB 


-0.0315 
(-1.24) 


0.0050 
(  0.41) 


Table  17  Continued 
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Independent 
Variables 

Slope  Coefficients  for  Different  Regressions 
(t-stati sties  in  parentheses) 

(1 ) 

(2) 

(3) 

(4) 

r2 

0.0140 

0.0139 

0.0011 

0.0015 

F -statistic 
(significance  level ) 

1 .64 
(0.19) 

1.64 
(0.19) 

0.13 
(0.87) 

0.19 
(0.83) 

*  :  Significant  at  less  than  5%  level  of  significance. 
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Table  18 

Defim'tion  of  Ten  Financial  Ratios  in  Four  Broad  Categories 


I.  Debt-Equity  Measure: 

Ratio  #  1:    L.T.D./Book  Value  of  Equity 

Ratio  #  2:    L.T.D. /Market  Value  of  Equity 

Ratio  #  3:    (L.T.D.  +  Current  Liabil ities )/Total  Assets 

II.  Earnings  Measure: 

Ratio  #  4:    Earnings/Total  Assets 
Ratio  #  5:    Earnings/Net  Sales 

III.  Cashflow  Measure: 

Ratio  #  6:  Cashflow  Definition  1/Net  Sales 
Ratio  #  7:    Cashflow  Definition  2/Net  Sales 

IV.  Current  Liquidity  Measure: 

Ratio  #  8:    Current  Assets/Current  Liabilities 

Ratio  #  9:    (Current  Assets-Current  Liabil ities )/Total  Assets 

Ratio  #10:    (Current  Assets- Inventori es )/Current  Liabilities 

where, 

L.T.D.  =  Long  Term  Debt 

Earnings  =  Income  before  extraordinary  items  and  discontinued 
operations. 

Cashflow  Definition  1  =  Earnings  +  Depreciation 

Cashflow  Definition  2  =  Earnings  +  Depreciation  +  Deferred  taxes  + 
Unremitted  earnings  of  unconsolidated  subsidiaries  + 
Extraordinary  items  +  Minority  interest 
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Table  19 

Financial  Ratios  Before  and  After  Sell -off s 
for  all  Firms  in  the  Sample  (Industry  =  Four  Digit  SIC  Code)# 


z-stati sties  for  Comparisons  between  the 
Follov/ing  Years 


A  and  C 

A  and  D 

B  and  C 

B  and  D 

I.    Debt-Equity  Measure: 

Ratio  #  1  3.39** 

2.51* 

2.38* 

2.01* 

Ratio  #  2  0.50 

0.25 

2.64* 

2.26* 

Ratio  #  3  2.16* 

1.39 

2.92* 

1.71 

II.    Earnings  Measure: 

Ratio  #4  -1.54 

-2.07* 

-1.48 

-0.91 

Ratio  #  5  2.63* 

1.12 

1.89 

1.31 

III.    Cashflow  Measure: 

Ratio  #6  2.43* 

0.93 

0.78 

0.53 

Ratio  #7  0.47 

0.13 

1.53 

1.47 

IV.    Current  Liquidity  Measure: 

Ratio  #  8  0.51 
Ratio  #9                     1 .56 
Ratio  #10  2.55* 

0.38 
1.56 
2.55* 

3.04** 

2.08* 

0.89 

0.89 
1 .30 
-0.51 

*  :  significant  at  b%  level  of  significance. 


■*  :  significant  at  1%  level  of  significance. 
#  :  number  of  firms  is  approximately  250  (some  variation  across  cells 
exists  because  of  missing  data). 
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Table  20 

Financial  Ratios  Before  and  After  Sell-offs 
for  all  Firms  in  the  Sample  (Industry  =  Two  Digit  SIC  Code)# 


2-stati sties  for  Comparisons  between  the 
Following  Years 


A  and  L 

A  and  D 

B  and  C 

B  and  D 

I.    Debt-Equity  Measure: 

Ratio  #1  2.38* 

3.51** 

3.51** 

3.51** 

Ratio  #  2  0.88 

1.13 

1 .25 

1.13 

Ratio  #3  1.90 

1.46 

3.16** 

2.60** 

II.    Earnings  Measure: 

Ratio  #4  -0.95 

-1.54 

-1.77 

-1 .08 

Ratio  #  5  0.73 

0.53 

0.00 

0.46 

III.    Cashflow  Measure: 

Ratio  #  6  0.65 

0.19 

-0.26 

-0.26 

Ratio  #7  0.13 

0.59 

2.22* 

2.34* 

IV.    Current  Liquidity  Measure: 

Ratio  #  8  0.13 
Ratio  #  9  0.94 
Ratio  #10  2.28* 

— X — '         -■     „  J  fJ  .  —5  ^  m  »  1 

0.13 
0.84 
1.14 

1.39 
1 .42 
0.63 

0.25 
0.39 
-1.14 

*  :  significant  at  b%  level  ot  significance.  ~  

*  :  significant  at  1%  level  of  significance. 

*  :  number  of  firms  is  approximately  250  (some  variation  across  cells 

exists  because  of  missing  data). 
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Table  21 

Financial  Ratios  Before  and  After  Sell-offs  for  Poorly 
Performing  Firms  in  the  Sample  (Industry  =  Four  Digit  SIC  Code)# 


z-statistics  for  Comparisons  between  the 
Following  Years 


A  and  L 

A  and  D 

B  and  C 

B  and  D 

I.    Debt-Equity  Measure: 

Ratio  #1  2.52* 

1.51 

2.01* 

2.51* 

Ratio  #2  -0.17 

-0.67 

1.51 

0.34 

Ratio  #  3  0.93 

0.85 

2.97** 

2.20* 

II.    Earnings  Measure: 

Ratio  #4  -1.03 

-1 .65 

-0.77 

-0.79 

Ratio  #5  1.58 

0.89 

1.13 

0.97 

III.    Cashflow  Measure: 

Ratio  #6  1.47 

0.26 

0.17 

0.61 

Ratio  #  7  0.72 

1.17 

2.47* 

2.04* 

IV.    Current  Liquidity  Measure: 

Ratio  #8  -0.34 
Ratio  #  9  0.35 
Ratio  #10  1.20 

-0.34 
-0.17 
1.53 

2.20* 

1.22 

0.34 

1.18 
0.70 
0.51 

:  significant  at  5%  level  of  significance. 
:  significant  at  1%  level  of  significance. 


#  :  number  of  firms  is  approximately  140  (some  variation  across  cells 
exists  because  of  missing  data). 
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Table  22 

Financial  Ratios  Before  and  After  Sell-offs 
for  Healthy  Firms  in  the  Sample  (Industry  =  Four  Digit  SIC  Code)# 


z-stati sties  for  Comparisons  between  the 
Following  Years 


D  and  c 

B  and  D 

I.    Debt-Equity  Measure: 

Ratio  #  1  3.11** 

2.39* 

2.43* 

2.94** 

Ratio  #2  1.20 

0.48 

2.39* 

1 .96* 

Ratio  #3  2.53* 

0.72 

2.57** 

0.12 

II.    Earnings  Measure: 

Ratio  #4  -0.84 

-1.08 

-0.60 

-0.12 

Ratio  #  5  1.97* 

0.98 

0.98 

0.74 

III.    Cashflow  Measure: 

Ratio  #6  1.86 

0.87 

0.25 

-0.25 

Ratio  #  7  0.87 

-0.62 

0.00 

0.50 

IV.    Current  Liquidity  Measure: 

Ratio  #8  1.43 
Ratio  #9                    1 .81 
Ratio  #10  2.87** 

0.24 
0.84 
0.96 

1.91 
0.60 
0.24 

-0.72 
-0.12 
-1 .43 

*  :  significant  at  5%  level  of  significance. 
•*  :  significant  at  1%  level  of  significance. 

#  :  number  of  firms  is  approximately  70  (some  variation  across  cells 


exists  because  of  missing  data). 
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Table  23 

Comparison  of  Financial  Ratios  Before  and  After  Sell-offs  for  Poorly 
Performing  Firms  (Industry  =  Two  Digit  SIC  Code)# 


z-stati sties  for  Comparisons  between  the 
Following  Years 


A  and  C 

A  and  D 

B  and  C 

B  and  D 

I.    Debt-Equity  Measure: 

Ratio  #  1  2.01* 

2.35* 

2.85** 

2.52* 

Ratio  #  2  -0.34 

-0.34 

-0.17 

-0.67 

Ratio  #  3  0.68 

0.68 

2.37* 

2.54* 

II.    Earnings  Measure: 

Ratio  #4  -0.59 

-1 .20 

-1 .69 

-1.45 

Ratio  #5  -0.35 

0.26 

0.26 

1.23 

III.    Cashflow  Measure: 

Ratio  #6  -0.51 

0.09 

0.09 

0.26 

Ratio  #  7  0.52 

1.30 

3.31** 

2.94** 

IV.    Current  Liquidity  Measure: 

Ratio  #8  -0.85 
Ratio  #  9  0.43 
Ratio  #10  0.68 

-0.34 
-0.35 
0.68 

1.18 
0.78 
0.00 

1.18 
0.43 
-0.17 

*  :  significant  at  b%  level  of  significance.      ~  ~ 

*  :  significant  at  1%  level  of  significance. 

*  :  number  of  firms  is  approximately  140  (some  variation  across  cells 

exists  because  of  missing  data). 
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Table  24 

Comparison  of  Financial  Ratios  Before  and  After  Sell-offs  for 
Healthy  Firms  in  the  Sample  (Industry  =  Two  Digit  SIC  Code)# 


2-stati sties  for  Comparisons  between  the 
Following  Years 


A  and  C 

A  and  D 

B  and  C 

B  and  D 

I.    Debt-Equity  Measure: 

Ratio  #1  2.39* 

2.87** 

2.39* 

2.63** 

Ratio  #2  1.67 

0.96 

2.39* 

1.91 

Ratio  #  3  2.63** 

0.84 

2.63** 

0.84 

11.    tarmngs  rieasure. 

Ratio  #4  -0.73 

-0.73 

0.00 

-0.24 

Ratio  #5  1.52 

0.25 

-0.87 

-0.37 

III.    Cashflow  Measure: 

Ratio  #6  1.34 

-0.12 

-0.97 

-0.73 

Ratio  #7  0.88 

0.63 

-0.25 

0.74 

IV.    Current  Liquidity  Measure: 

Ratio  #  8  0.96 
Ratio  #9  0.48 
Ratio  #10  2.39* 

-0.48 
0.72 
-0.24 

0.24 
0.48 
0.00 

-1.91 
-0.72 
-2.39* 

*  :  significant  at  bX  level  ot  significance. 

*  :  significant  at  1%  level  of  significance. 

*  :  number  of  firms  is  approximately  70  (some  variation  across  cells 

exists  because  of  missing  data). 
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Table  25 

Sellers:    Abandonment  Dates 

Panel  A.    Average  Excess  Returns 
(AER),  t-stati sties  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day        Events         AER  t-stat 


1  on 

- 1  CV 

1  oa 

-U.UUUU 

-0.02 

1  nn 

190 

n  nnnQ 
U.UUUo 

0.3/ 

on 
-oU 

1 

n  nn*i  A 

-1 . 59 

-OU 

^  oQ 

n  nm  c 
-U.UU 1 0 

n  71 

-0.71 

-'fU 

1  07 
\  CI 

U.OUIl 

A  n 

0.51 

-cu 

1  <cy 

-U.UOOO 

A     A  A 

-0.00 

1  n 
-  1  u 

1 

1  CO 

0.0001 

A  AT 

0.07 

-y 

1  CO 

-0.0003 

A     1  /" 

-0.16 

Q 

-o 

-0.0002 

-0.09 

7 

1  07 

1 27 

-0.0025 

-1.19 

r 

-0 

1  27 

0.0010 

0.15 

C 

-D 

1  07 
1  CI 

-0.0036 

1      T  A 

-1 .70 

-4 

128 

-0.0013 

-0.62 

-3 

129 

0.0027 

1.26 

-2 

128 

0.0018 

0.87 

-1 

127 

-0.0059 

-2.76** 

0 

128 

-0.0037 

-1.72 

1 

129 

-0.0015 

-0.71 

2 

129 

-0.0001 

-0.05 

3 

129 

-0.0022 

-1.03 

4 

129 

-0.0030 

-1.43 

5 

129 

0.0026 

1.21 

6 

129 

-0.0016 

-0.74 

7 

129 

0.0035 

1.68 

8 

129 

-0.0014 

-0.68 

9 

129 

0.0008 

0.38 

10 

129 

0.0019 

0.90 

20 

129 

0.0010 

0.A5 

40 

127 

0.0003 

0.12 

60 

125 

0.0026 

1.24 

80 

123 

0.0008 

0.38 

100 

125 

-0.0032 

-1.51 

120 

123 

-0.0020 

-0.93 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

-0.03 

-1.25 

-120  TO 

-11 

-0.01 

-0.58 

-60  TO 

-11 

-0.02 

-1.21 

-10  TO 

-6 

-0.00 

-0.41 

-5  TO 

-1 

-0.01 

-1.31 

1  TO 

5 

-0.00 

-0.90 

6  TO 

10 

0.01 

1.12 

11  TO 

60 

-0.01 

-0.94 

61  TO 

120 

-0.02 

-0.93 

11  TO 

120 

-0.03 

-1.33 

*  :  significant  at  the  bl  level  of  significance. 
**  :  significant  at  the  1%  level  of  sianificance. 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Table  26 

Sellers:    Sales  to  Insiders 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 


Day 

Events 

A  CD 

AER 

t-stat 

1 9n 

uc 

-U . UU 1 0 

n  /I  /I 

-U  . 

1  nn 
-  1  uu 

do 

-U. UU 1 4 

-U  .oo 

-ou 

oc 

U .  UU^:U 

n  CA 
U.  o4 

-oU 

Do 

U.UUo/ 

1  .01 

bo 

U.UUUI 

0.01 

Panel  B. 

Time  Series  t-stats 

for 

on 
-cv 

00 

-0.00 1 9 

-0.53 

various 

Interval s. 

- 1  U 

00 

O.OUOo 

0.07 

-y 

DO 

-U.UObo 

-1 .57 

Q 

-o 

DO 

-O.OOno 

-1 .84 

Interval 

(Days) 

CAER 

t-stat 

■7 

-7 

63 

-0.0022 

-0.60 

c 
-0 

63 

-0.0016 

-0.44 

c 
-b 

63 

-0.0031 

-0.85 

-120  TO 

-61 

-0.018 

-0.64 

-4 

63 

0.0003 

0.08 

-120  TO 

-n 

-0.042 

-1.08 

-3 

63 

-0.0014 

-0.37 

-60  TO 

-11 

-0.023 

-0.90 

-2 

63 

-0.0001 

-0.03 

-10  TO 

-6 

-0.016 

-1 .95 

-1 

63 

0.0037 

0.99 

-5  TO 

-1 

-0.001 

-0.08 

0 

63 

0.0047 

1.28 

1  TO 

5 

-0.003 

-0.30 

1 

63 

0.0007 

0.18 

6  TO 

10 

0.010 

1 .09 

2 

63 

0.0001 

0.02 

11  TO 

60 

-0.002 

-0.07 

3 

63 

0.0028 

0.76 

61  TO 

120 

0.005 

0.19 

4 

63 

-0.0044 

-1.19 

11  TO 

120 

0.004 

0.09 

5 

63 

-0.0016 

-0.45 

6 

63 

0.0002 

0.07 

7 

63 

0.0042 

1.14 

8 

63 

-0.0007 

-0.19 

9 

63 

0.0066 

1.79 

10 

63 

0.0012 

0.31 

20 

63 

-0.0008 

-0.21 

40 

63 

0.0012 

0.32 

60 

63 

-0.0072 

-1.95 

80 

63 

-0.0031 

-0.84 

100 

63 

0.0007 

0.18 

120 

63 

-0.0030 

-0.81 

*  :  significant  at  the  b%  level  of  significance. 
**  :  significant  at  the  ]%  level  of  significance. 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal. 
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Buyers:    First  Announcement  Dates 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day        Events         AER  t-stat 


-1  ?n 

n  nm  p 

U . UU  1  O 

1  .  CO 

-ion 

n  nm  a 
-u . uu 1 O 

- 1  .oU 

-fin 

— ou 

n  nnno 
-u . uuuy 

-U .  Ob 

-fin 

— uu 

-U . UUUo 

-u.  1  y 

-dn 

-u . UUU 1 

-U.  U!3 

-?n 

ou  1 

-U . UUUo 

-U.^U 

—  1  u 

OUf 

U .  UU  1  y 

1 . 33 

Q 

oU4 

-U.uOI 5 

-1 .08 

o 
-o 

oU4 

-U.OO 1 4 

-1 .01 

7 

OUf 

U .UUUo 

0.42 

c 

-0 

U.OUoo 

2.35* 

_q 

•J 

OUH 

-u • uu 1 ^ 

n  Q/i 

-4 

304 

-0.0006 

-0.46 

-3 

304 

-0.0017 

-1.18 

-2 

304 

-0.0007 

-0.49 

-1 

304 

0.0034 

2.43* 

0 

303 

0.0013 

0.93 

1 

303 

-0.0014 

0.98 

2 

303 

-0.0008 

-0.56 

3 

303 

-0.0000 

-0.02 

4 

302 

0.0015 

1.04 

5 

302 

0.0022 

1.56 

6 

303 

-0.0013 

-0.95 

7 

303 

-0.0046 

-3.28** 

8 

303 

0.0001 

0.09 

9 

303 

-0.0024 

-1.69 

10 

303 

0.0014 

0.99 

20 

302 

0.0000 

0.00 

40 

303 

0.0016 

1.12 

60 

302 

0.0022 

1.57 

80 

301 

0.0021 

1.51 

100 

302 

0.0022 

1.59 

120 

302 

0.0007 

0.50 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

-0.019 

-1.71 

-120  TO 

-11 

-0.010 

-0.65 

-60  TO 

-11 

0.009 

0.91 

-10  TO 

-6 

0.003 

0.89 

-5  TO 

-1 

-0.001 

-0.24 

1  TO 

5 

0.004 

1.34 

6  TO 

10 

-0.005 

-1.34 

11  TO 

60 

-0.003 

-0.35 

61  TO 

120 

-0.008 

-0.73 

11  TO 

120 

-0.011 

-0.77 

*  :  significant  at  the  b7o  level  of  significance. 
**  :  significant  at  the  M  level  of  significance 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal 
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Buyers:    Second  Announcement  Dates 

Panel  A.    Average  Excess  Returns 
(AER),  t-statistics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day 

Events 

AER 

t-stat 

1  on 

151 

-0.0001 

-0.03 

-100 

151 

-0.0007 

-0.38 

-oO 

151 

0.0013 

0.70 

-60 

151 

0.0008 

0.46 

-40 

151 

0.0023 

1.25 

-20 

151 

0.0017 

0.93 

- 1  0 

1 51 

0.0007 

0.37 

-9 

1  n 

151 

-0.0013 

-0.73 

o 
-o 

1  n 

151 

0.0009 

0.51 

-7 

151 

0.0003 

0.19 

-6 

151 

0.0011 

0.60 

-5 

151 

-0.0002 

-0.11 

-4 

1  CI 

1 5  1 

0.0022 

1 .21 

-0 

1 51 

-0.0012 

-0.67 

-2 

151 

0.0046 

2.54* 

- 1 

1  b  1 

-0.0011 

-0.59 

0 

151 

0.0015 

0.85 

1 

151 

0.0023 

1.29 

2 

151 

-0.0008 

-0.45 

3 

151 

0.0014 

0.80 

4 

151 

-0.0003 

-0.18 

5 

151 

-0.0001 

-0.04 

6 

151 

0.0011 

0.63 

7 

151 

0.0002 

0.11 

8 

151 

-0.0011 

-0.61 

9 

151 

0.0003 

0.15 

10 

151 

-0.0010 

-0.58 

20 

151 

-0.0009 

-0.52 

40 

152 

0.0006 

0.32 

60 

152 

-0.0040 

-2.23* 

80 

149 

0.0015 

0.80 

100 

149 

0.0010 

0.53 

120 

149 

0.0022 

1.22 

Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

0.001 

0.05 

-120  TO 

-11 

-0.013 

-0.68 

-60  TO 

-11 

-0.014 

-1.06 

-10  TO 

-6 

0.002 

0.42 

-5  TO 

-1 

0.004 

1.06 

1  TO 

5 

0.003 

0.64 

6  TO 

10 

-0.001 

-0.14 

11  TO 

60 

-0.009 

-0.68 

61  TO 

120 

-0.015 

-1.09 

11  TO 

120 

-0.024 

-1 .26 

*  :  significant  at  the  bX  level  of  significance. 
**  :  significant  at  the  1%  level  of  significance 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal 
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Buyers:    Abandonment  Dates 

Panel  A.    Average  Excess  Returns 
(AER),  t-stat1stics  for  AER,  and 
Cumulative  Average  Excess  Returns 
(CAER)  around  the  Sell -off  News 
Items. 


No.  of 

Day        Events  AER  t-stat 


-120 

47 

-0  001? 

-f) 

— u .  oo 

-100 

47 

—  U  .OU 

-80 

47 

0  OOP? 

-60 

47 

-0  00?0 

-fl  ft! 

-40 

47 

0  OOftl 

-20 

47 

0  on?i 

-10 

47 

0  nnn4 

nil 

-9 

47 

— u . uuuu 

n  m 
-u .  U  1 

-8 

47 

1    1 A 

1 . 1  f 

ji 

47 

n  77 
-u .  /  / 

-6 

47 

— U . UU 1 / 

n  /I  K 
-u .  'to 

-5 

47 

-0  000ft 

W  •  \J\J\J\.l 

-f)  ?1 

— U  .  (1  1 

-4 

47 

0.0012 

0.34 

-3 

47 

-0.0031 

-0.86 

-2 

47 

-0.0015 

-0.40 

-1 

47 

0.0030 

0.82 

0 

47 

0.0004 

0.12 

1 

47 

0.0072 

1.94 

2 

47 

-0.0058 

-1.59 

3 

47 

-0.0008 

-0.22 

4 

47 

-0.0012 

-0.32 

5 

47 

-0.0005 

-0.13 

6 

47 

-0.0028 

-0.75 

7 

47 

-0.0034 

-0.93 

8 

47 

0.0005 

0.14 

9 

47 

0.0010 

0.27 

10 

47 

-0.0033 

-0.90 

20 

47 

0.0019 

0.52 

40 

47 

0.0085 

2.30* 

60 

46 

0.0056 

1.53 

80 

46 

-0.0034 

-0.93 

100 

46 

-0.0072 

-1.95 

120 

46 

0.0051 

1 .40 

* 


Panel  B.  Time  Series  t-stats  for 
various  Intervals. 


Interval 

(Days) 

CAER 

t-stat 

-120  TO 

-61 

0.006 

0.20 

-120  TO 

-11 

-0.001 

-0.03 

-60  TO 

-11 

-0.007 

-0.26 

-10  TO 

-6 

0.000 

0.01 

-5  TO 

-1 

-0.001 

-0.13 

1  TO 

5 

-0.001 

-0.14 

6  TO 

10 

-0.008 

-0.94 

11  TO 

60 

-0.009 

-0.34 

61  TO 

120 

0.039 

1.36 

11  TO 

120 

0.030 

0.77 

significant  at  the  5X  level  of  significance, 
significant  at  the  1%  level  of  significance. 
Day  0  :  Day  of  the  publication  of  the  news  in  the  Wall  Street  Journal 
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Table  30 


Mean  and  Standard  Deviations  of  Variables  Used  in 
Cross-sectional  Regressions 


All 

Firms 

Poorly  Performing 
Fi  rms 

Healthy  Firms 

Mean 

Std.  dev. 

Mean    Std.  dev. 

Mean    Std.  dev. 

1. 

No.  of 

observations 

185 

105 

51 

2. 

Excess  return 
for  day  -5  to 
-1  (5-day  period) 

0.037 

0.176 

0.044  0.155 

-0.008  0.173 

3. 

Proceeds  from 
sell-offs  divided 
hv  hnnk  usliip  nf 

equity 

0.540 

1.576 

0.362  0.602 

1.056  2.808 

4. 

Difference  between 
debt-equity  ratio 
before  and  after 
sell-offs 

0.182 

1.109 

0.140  1.082 

0.213  1.000 

5. 

Variance  of  excess 
returns  in  periods 
prior  to  sell -off 
(XI 000) 

4.426 

6.246 

4.122  5.628 

6.000  7.731 
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Table  31 

Results  of  Simple  Regressions  between  Excess  Returns  and  Three 
Different  Independent  Variables  for  All  Firms  in  the  Sample 


Independent  Variables 


/nr      nc  \ 

(Uti-Ut2) 

(DE1-DE3) 

Variance 

Intercept 
(t-statistic) 

0.034 

(2.47)* 

0.034 
(2.57)** 

0.015 
(0.93) 

SI  ope 

(t-statistic) 

0.005 
(0.61 ) 

0.017 
(1.45) 

0.005 
(2.42)* 

R-Square 

0.0021 

0.0113 

0.0312 

F-statistic 

0.37 

2.10 

5.86 

Significance  level 
for  F-statistics 

— X — : — -  J      J   .  1 — ^  

0.54 

0.15 

0.01 

*  :  significant  at  b%  level  ot  significance 

*  :  significant  at  1%  level  of  significance 
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Table  32 

Results  of  Simple  Regressions  between  Excess  Returns  and  Three 
Different  Independent  Variables  for  Poorly  Performing  Firms 

in  the  Sample 


Independent  Variables 


(DE^-DE2) 

(DE^-DEs) 

Variance 

Intercept 
(t-statistic) 

0.011 
(0.67) 

0.042 
(2.73) 

0.026 
(1.41) 

Slope 

(t-statistic) 

0.091** 
(3.84) 

0.018 
(1.29) 

0.004 
(1.61) 

R-Square 

0.1255 

0.0159 

0.0246 

F -statistic 

14.77 

1.66 

2.60 

Significance  level 
for  F-statistic 

0.00 

0.20 

0.11 

*  :  Significant  at  b%  level  of  significance 

*  :  significant  at  1%  level  of  significance 
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Table  33 

Results  of  Simple  Regressions  between  Excess  Returns  and  Three 
Different  Independent  Variables  for  Healthy  Firms  in  the  Sample 


Independent  Variables 


[ut  yut  2i 

(DE 1-DE  3) 

Variance 

Intercept 
(t-statistic) 

-0.005 
(-0.20) 

-0.011 

(-0.42) 

-0.007 
(-0.24) 

SI  ope 

(t-statistic) 

-0.002 
(-0.26) 

0.014 
(0.55) 

-0.000 
(-0.01 ) 

R-Square 

0.0014 

0.0061 

0.0000 

F- statistic 

0.07 

0.30 

0.00 

Significance  level 
for  F-statistics 

0.79 

0.59 

0.98 

*  :  significant  at  b%  level  of  significance 

*  :  significant  at  1%  level  of  significance 
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Table  34 

Results  of  Multiple  Regressions  between  Excess  Returns  and 
Three  Independent  Variables 


All  Firms 

Poorly 
Performing 
Fi  rms 

Heal  thy 
Fi  rms 

Intercept 
(t-statistic) 

0.015 
(  0.92) 

-0.002 
(-0.13 

-0.009 
(-0.30) 

Slope  for  DEi-DE2 
(t-statistic) 

-0.002 
(-0.29) 

0.092 
(  3.87)** 

-0.006 
(-0.59) 

olope  tor  ut]-ut.3 
(t-statistic) 

O.Ul  2 
(  1.06) 

0.017 
(  1.26) 

0.213 
(  0.75) 

Slope  for  Variance 
(t-statistic) 

0.005 
(  2.18)* 

0.003 
(  1.01) 

0.001 
(  0.19) 

R-square 

0.0373 

0.1565 

0.0136 

F- statistic 

2.32 

6.24 

0.22 

Significance  level  for 
F-statistic 

0.080 

0.000 

0.884 

*  :  significant  at  the  57o  level  of  significance 


:  significant  at  the  1%  level  of  significance 
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Table  35 

Simple  Correlations  Among  Independent  Variables 


Poorly 
Performing  Healthy 
Correlations  between  All  Firms  Firms  Firms 


(DEi-DEj>)  and 

(DE1-DE3)  0.21  -0.07 
(DE1-DE2)  and 

Variance  0.29  0.07 
(DE1-DE3)  and 

Variance  0.18  0.30 

Probability  of  Default  and 
Debt-equity  Ratio 

(i)  before  sell -off         0.93  0.93 
(ii)  after  sell -off  0.94  0.94 


0.44 
0.39 
0.07 

0.94 
0.95 


CHAPTER  V 
SUMMARY  AND  CONCLUSIONS 


The  results  of  this  study  show  that  publicly  available  voluntary 
sell -off  announcements  have  a  positive  effect  on  the  shareholders  of 
both  the  sellers  and  the  buyers.    For  a  sample  of  over  300  firms,  the 
average  excess  return  to  the  sellers  for  a  five  day  period  is  a 
statistically  significant  3.4%.    This  result  differs  substantially  from 
the  recent  study  of  Alexander  et  al .  (1984),  who  examined  a  smaller 
sample  of  53  firms  and  found  essentially  insignificant  results. 

Firms  engaging  in  sell-offs  are  poor  performers  in  that  the 
sell -off  announcements  are  preceded  by  a  period  of  negative  excess 
returns,  a  significant  -11%  over  a  period  extending  from  day  -360  to 
day  -11  relative  to  the  first  sell-off  related  announcement.  In 
contrast,  for  spin-off  announcements.  Miles  and  Rosenfeld  (1983,  p. 
1605)  conclude  that  "spin-off  announcements,  on  average,  follow  a 
period  of  abnormally  positive  returns."    This  suggests  that  although 
both  spin-offs  and  sell-offs  are  associated  with  contemporaneous 
positive  excess  returns,  the  motivations  for  the  two  financial  planning 
decisions  have  different  roots. 

In  various  segments  of  the  examination,  the  evidence  is  consistent 
with  the  semi-strong  form  of  capital  market  efficiency.    This  study, 
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however,  extends  earlier  results  in  that  the  entire  market  reaction  to 
a  sell -off  announcement  does  not  occur  at  the  time  of  the  first 
announcement.    Subsequent  favorable  announcements  are  also  associated 
with  the  positive  stock  price  reactions.    Abandonment  announcements,  on 
the  other  hand,  are  associated  with  negative  stock  price  reactions. 

The  buyers  of  the  assets  also  earn  statistically  significant, 
albeit  small  (0.34%  on  day  -1),  positive  excess  returns.    In  the  merger 
related  studies,  however,  the  acquiring  firms  are  found  to  earn  zero  or 
negative  (e.g.,  Dodd,  1980;  Asquith,  1983;  Eckbo,  1983)  excess 
returns.    This  difference  is  consistent  with  the  hypothesis  that  the 
sell -off  market  is  less  competitive  than  the  takeover  market.    The  - 
results  here  suggest  that  sell -off s  are  positive  net  present  value 
projects  for  both  the  sellers  and  the  buyers  and  are  consistent  with 
value-maximizing  behavior  by  the  management.    Thus,  from  the  buyers' 
perspective,  the  results  are  not  consistent  with  the  size  maximizing 
hypothesis  suggested  by  Mueller  (1969)  and  others. 

Excess  returns  were  examined  separately  for  the  firms  that  were 
performing  poorly  in  years  prior  to  sell -of fs  and  for  those  that  did 
not  fall  in  this  category  (the  healthy  firms).    The  results  indicate 
that  there  is  no  difference  between  the  excess  returns  earned  by  these 
two  groups  of  firms.    Both  the  groups  v</ere  further  divided  into  firms 
that  sold  unprofitable  units  and  firms  that  sold  profitable  units. 
Again,  there  appears  to  be  no  difference  between  the  excess  returns 
earned  by  these  different  subgroups. 
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Ten  different  financial  ratios  for  all  the  firms  in  the  sample 
were  examined  for  differences  between  these  ratios  before  and  after 
sell-offs.    Special  care  was  taken  to  control  for  possible  temporal 
changes  in  industry  ratios.    Two  definitions  of  industry  (4  digit  and  2 
digit)  v/ere  used.    The  ten  ratios  comprised  four  broad  categories  of 
debt-equity  ratio,  a  measure  of  earnings,  a  measure  of  cashflow,  and  a 
measure  of  liquidity.    Only  the  debt-equity  group  indicated  an 
improvement  in  ratios  from  the  before  to  after  sell -off  period.  All 
the  analysis  was  extended  to  analyze  the  poorly  performing  and  the 
healthy  group  of  firms  separately. 

An  examination  of  sell -off  announcements  related  to  sales  of 
segments  to  insiders  (managers,  directors,  etc.)  indicates  that  the 
firms  in  these  cases  did  not  earn  significant  (positive  or  negative) 
excess  returns.    The  sample  size  in  this  case  is  small  (63)  because  of 
infrequency  of  these  transactions,  and  therefore  the  confidence  in 
these  results  is  low.    This,  however,  offers  an  area  of  research  that 
can  be  explored  in  the  future. 

A  cross-sectional  examination  of  the  excess  returns  around  the 
sell -off  announcements  indicates  that  for  poorly  performing  firms,  the 
excess  returns  are  positively  associated  with  the  effect  of  the 
proceeds  on  the  debt-equity  ratio.    This  finding  is  consistent  with  the 
hypothesis  that  for  the  group  of  poorly  performing  firms,  the  market 
views  the  sell-off  announcements  to  be  positive  steps  in  the  direction 
of  improving  the  capital  structure  (debt-equity  ratio).    The  results 
for  firms  not  performing  poorly  (healthy  firms)  lend  further  support 
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to  this  hypothesis  since  the  excess  returns  to  healthy  firms  are  not 
associated  with  changes  in  the  debt-equity  variable. 

Although  a  great  deal  about  sell-offs  has  been  learned  from  this 
study,  there  is  no  pretense  that  the  topic  of  sell-offs  has  been 
explored  fully.    Many  interesting  issues  remain  unexplored  and  may  be 
examined  in  the  future.    For  example,  the  role  of  taxes  is  not  clear  in 
sell-offs.    It  is  possible  that  some  sell-offs  are  motivated  by 
possible  tax-related  benefits  to  the  sellers.    This  can  occur  when  the 
segment  being  sold  is  incurring  losses  but  the  owning  firm  cannot 
deduct  those  losses  for  tax  purposes  because  of  insufficient  earnings. 
It  might  be  best  for  the  firm  to  sell  the  unit  to  a  profitable 
company.    Of  the  potential  factors  that  could  also  be  explored  to 
understand  the  economic  determinants  of  sell-offs  are  management 
changes,  effects  of  sell-offs  on  compensation  packages,  effects  on  bond 
covenants,  etc.    It  is  also  possible  to  make  an  ex-post  analysis  of  the 
sell -off  firms.    Did  the  firms  grow  more  or  less  than  the  industry? 
What  did  the  firms  actually  do  with  the  proceeds?    Given  these  possible 
interesting  questions  that  are  still  unanswered,  it  is  expected  that 
this  dissertation  will  provide  a  starting  point  for  future  studies  on 
sell-offs. 
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